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Calendar of Events 


September 7-8—Eleventh Annual Re- 
gional Chapter Conference. Loca- 
tion: The Sagamore Hotel, Bolton 
Landing, Lake George, New York. 


October 9—Regular Meeting of the 
Society. Location: Waldorf-Astoria 
Hotel, New York. 


October 16-19—Annual Meeting of 
American Institute of Accountants. 
Location: Hotel Jefferson, St. 
Louis, Mo. 
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Sources Available for Dividends 
To the Editor: 

When I received the July 194 is- 
sue (Vol. XIV, No. 10) of the New 
York Certified Public Accountant, it 
was with particular delight that I 
noted the article of Mr. Philip Tres- 
tyn under the headnote of “Sources 
Available for Dividends”, particu- 
larly that portion of it relating to 
“Revaluation Surplus”. But as fine 
as Mr. Trestyn’s article is, that sec- 
tion of it relating to Revaluation 
Surplus requires an answer and elab- 
oration, because Mr. Trestyn has 
more or less completely missed the 
point of law involved and in fact, I 
believe has mis-stated the law. 

The general principle as enunci- 
ated by Mr. Trestyn is that, he says, 
unrealized appreciation of assets may 
not be considered for determination 
of surplus available for dividends, 
but as to this, he further says there 
are some cases which are exceptions. 
This statement of the legal principle 
of law involved is not, to my view- 
point, correct. 

The true rule of law as laid down 
by the many authorities is that in 
determining whether a corporation 
has a surplus available for dividends, 
a present re-valuation of all its as- 
sets should be made and there should 
be deducted therefrom the amount 
of its outstanding liabilities, losses 
and capital stock. If there is any 
valuation still existing, this would 
constitute a surplus. This is the 
general rule of law as found in most 
cases and in the leading text au- 
thorities. Corpus Juris Secundum, 
Vol. 18, Page 1100, Sections 462, 
461, 459, 458; Fletcher’s Cyc, Cor- 
porations, Vol XI, Section 5335; 55 
A.L.R. 31. There are some excep- 
tions to this rule of law in that some 
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jurisdictions seem to say that un- 
realized appreciation of assets may 
not be considered as constituting 
surplus available for’ dividend, but 
this is the exception. 

It is with this point that I disagree 
with Mr. Trestyn, “Revaluation Sur- 
plus.” For example, he cites a quo- 
tation from the case of Kingston vs. 
Home Life Insurance Co., 11 Del. 
Ch. 258 (1917), as sustaining the 
proposition that unrealized appre- 
ciation in the value of assets may 


not be considered as surplus being * 


available for dividend. 

Yet this case is shaken somewhat 
by the later Delaware case of Vogt- 
man vs. Merchants M. & C. Co., 20 
Del. Ch. 364, 369, 370 (1935), which 
recognizes that a present valuation 
of assets must be made at the time 
dividends are declared in order to 
determine whether a surplus exists 
or not. 

The State of New York recently 
had this direct question before it, 
Randal vs. Bailey, 288 N. Y., 280, 
243 N. E. (2) 43, 1942, and in that 
case the Court held that unrealized 
appreciation in value of assets could 
be taken into consideration for the 
purpose of determining whether a 
surplus exists for distribution as divi- 
dends. In the Randall case, the 
plaintiff as trustee sought to recover 
from directors dividends declared and 
paid from 1928 to 1932 by the Bush 
Terminal Company, a Corporation, 
on the ground that they were paid 
from capital. The Bush Terminal 
had purchased land from 1902 to 
1905. It increased in value with the 
passing years. In 1915 and 1919, 
the Directors wrote up the increase 
value on the corporate books. Dur- 
ing the years 1928 to 1932 the value 
of the land was in excess of the value 
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to which it had been increased on 
the corporate books. The question 
before the court as stated in the 
opinion is as follows: 


“If the directors of terminal were 
permitted to include among the 
corporate assets the value of the 
land at the amount at which it 
was valued on the books from 
1919 onward there was a surplus 
for the payment of dividends and 
no recovery may be had in this 
action. If it must be carried at 
cost, then the directors unjusti- 
fiably declared and paid the divi- 
dends which plaintiff seeks to re- 
cover. The question presented, 
therefore, is may unrealized ap- 
preciation in value of fixed assets 
held for use in carrying on a cor- 
porate enterprise, be taken into 
consideration by directors in de- 
termining whether a _ corporate 
surplus exists from which cash 


dividends may be paid to stock- - 


holders.” 


The Court of Appeals of the State 
of New York said that the unre- 
alized increase in value of assets 
could be considered. 


“The Legislature having de- 
clared that dividends may be paid 
when there is no impairment of 
capital or capital stock caused 
thereby, and when the value of 
the corporate assets remaining 
after the payment of such dividends 
is at least equal to the aggregate 
amount of its debts and liabilities 
including capital or capital stock 
as the case may be. . . , in other 
words, from its surplus, our in- 
quiry turns to the question whether 
surplus may consist of increases 
resulting from a revaluation of 
fixed assets. Surplus has been 
well defined as follows: In Ed- 
wards vs Douglas (Brandeis J.) 
269 U. S. 204, 214, the word ‘sur- 
plus’ is a term commoniy em- 
ployed in corporate finance and 
accounting to designate an account 
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on corporate books The 
surplus account represents the 
net assets of a corporation in ex- 
cess of all liabilities including its 
capital stock. This surplus may 
be ‘paid in surplus,’ as where the 
stock is issued at a price above 
par. It may be ‘earned surplus,’ 
as where it was derived wholly 
from undistributed profits, or it 
may, among other things, repre- 
sent the increase in valuation of 
land or other assets made upon 

a revaluation of the company’s 

fixed property. See La Belle Iron 

Works vs U. S. 256 U. S. 377, 

385.” 

The case of Jennery vs Olmstead 
(36 Hun 536) 1885, cited by Mr. 
Trestyn just doesn’t have any place 
in the discussion of what constitutes 
profit or surplus available for divi- 
dends. That case related solely to 
the subject of the interpretation of 
an employment contract. It had 
nothing to do with what constituted 
surplus. 

There are a number of cases which 
hold that unrealized appreciation of 
assets may not be considered as be- 
ing available for dividends. The 
main trouble with these cases, as 
will appear when they are read care- 
fully, is that upon the trial of the 
action sufficient proof was not ad- 
duced establishing that the increase 
valuation actually existed, or that 
the nature of the basis upon which 
the increased valuation had been 
determined was highly speculative, 
or an estimate of profits was made 
without making an allowance for 
possible losses which had to be con- 
sidered. 

The property and assets of a 
company must be taken at their 
actual fair value and not a book 
value. Fletcher’s Cyc. Corporations 
Vol. XI, Sec. 5344, citing Whittaker 
vs. Amwell Nat. Bank, 52 N. J. Eq. 
400, 29 Atl. 203, Cannon vs. Wiscas- 
sett Mill Co., 195 N. C. 119, 141 S. E. 
344, American Steel & Wire Co. vs 
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Eddy, 138 Mich. 403, 101 N. W. 578, 
Siegman vs. Electric Vehicle Co., 
140 Fed. 117, Northern Bank & Trust 
Co. vs Day, 83 Wash. 296, 145 Pac. 
182. 

If the directors and stockholders 
act honestly and in good faith in 
placing a value upon the assets, no 
creditor can successfully complain. 
The Court will look into the bona- 
fides of such a transaction and, if 
it is clear that it was carried out in 
good faith in all particulars, and in 
the exercise of a judgment fairly 
and honestly directed, it will be 
sustained. Nor is bad faith neces- 
sarily shown by the fact that the 
company subsequently becomes in- 
solvent Fletcher’s Cyc. Corp. Vol. 
XI, 5344, Northern Bank & Trust 
Co. vs. Day, 83 Wash. 296, 145 Pac. 
182. 

Referring to several of the cases 
cited by Mr. Trestyn, the case of 
Southern California ‘Home Build- 
ers vs Young, 45 Cal. Appellate 679 
(1920) demonstrates that the direc- 
tors failed to have any real truth 
on which to sustain their increase 
of valuation in order to pay divi- 
dends. Likewise, in the Moore vs 
Murchison, 226 Fed. 679 (1915) the 
real value of the assets was $7800 
and not the $15,000 at which they 
were set up on the books of the 
company. 

All facts must be considered. The 
law of the particular state must 
be considered. In one state the 
law may refer to “Surplus”; in an- 
other “Surplus Profits”; in another 
“Earnings”; in another “Net Earn- 
ings”; in another “Profits”; in an- 
other a special definition may be 
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set forth. But basically, it would 
seem upon the study of the cases 
and the authorities, that if an asset 
has increased in value and there are 
bona fide and substantial facts to 
sustain the increase in valuation, it 
may be considered available for dis- 
tribution as surplus provided the 
corporation has a real and true sur- 
plus. 


* * “Tn the determination of 
whether or not there exists a sur- 
plus available for dividends, a cor- 
poration need not be governed en- 
tirely by initial cost, but may value 
or revalue assets as of the time of 
the declaration of the dividend, 
and if the revaluation properly fixed 
the actual value of assets, the fact 
that a pre-existing or subsequent 
deficit is thereby covered, or an 
impairment of capital restored, 
does not make the revaluation any 
less legal and warranted on the 
other’ hand, the real and actual 
value of assets should not be left 
to more speculation, nor to an ar- 
bitrary valuation intended to cover 
deficits or to restore impaired 
capital, and before there can be 
a revaluation or a writing up of 
assets on the books of the corpo- 
ration of either a tangible or in- 
tangible character, there must be 
a tangible basis on which the valu- 
ation is fixed that is of itself evi- 
dential of the actual value of such 
assets.” Corpus Juris Secundum, 
Vol. 18, Sec. 462 of Page 1100. 

Respectfully submitted, 

Victor R. Worper, 


Attorney and Counselor 
at Law. 
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Should the State Regulate the Practice of 
Public Accountancy? 


HE question of regulatory legis- 

lation for the profession of pub- 
lic accountancy has been discussed 
in the past and bills have been intro- 
duced in the legislature for many 
vears. The present Committee on 
Legislation has prepared a bill which 
it recommends be introduced in the 
1945 legislative session. This article 
is not intended as an argument either 
for or against such legislation but 
rather as an attempt to state the prob- 
lem and to summarize the viewpoint 
of both sides. 

An article in an accounting pub- 
lication a few years ago, referring to 
the professional status of account- 
ancy, had this to say about a pro- 
fession. 


A profession is accorded a 
privileged status by society be- 
cause society is compelled to de- 
pend upon it and to put faith in 
its ability to perform its services 
skillfully and honorably. The 
privileged status and the faith ac- 
corded it impose upon the mem- 
bers of the profession obligations 
different from those of other call- 
ings and upon the profession as a 
whole a responsibility devolves to 
see that those obligations are not 
evaded by its members.” 


» These words point to the thought 
that some means must be found to 
enable the public to recognize those 
who have the skill to perform spe- 
cial services. They also point to the 
thought that it is the public that is 
to be served by establishing those 
means and that any benefit to the 
professional group is incidental. It 
may, therefore, confidently be as- 
serted that legislation as to the ac- 
countancy profession should have been 
and should be primarily directed to 
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safeguard the public and to make 
sure that those who hold themselves 
out to have special skill shall be 
identified unmistakably to the pub- 
lic eye. Legislation should not cre- 
ate or maintain a monopoly for the 
sake of any group, but should be 
directed only to the public interest. 
However, as professional status im- 
poses a duty of self-discipline and 
self-regulation, legislation should be 
broad enough to permit and encour- 
age such discipline and regulation. 


Before considering the proposal of 
regulatory legislation, let us con- 
sider the situation as it is at present. 
The New York State Education 
Law provides for the issuance of the 
certificate of certified public account- 
ant to those who meet certain edu- 
cation, experience and_ character 
standards. There is no provision 
which restricts the practice of pub- 
lic accountancy to certified public 
accountants, with the result that any 
person can so practice. The only 
penalty provided in the law in re- 
spect to the practice of the profes- 
sion is the cancellation of the certi- 
ficate for fraud, deceit or gross neg- 
ligence; a disbarred C.P.A. can con- 
tinue, however, to practice as a pub- 
lic accountant. The regulation of 
professional conduct is provided for 
only in the rules of the Society and 
affects only the Society members 
except as others wish to follow. In 
other words the regulatory control 
of the profession as a whole is for 
certified public accountants in the 
case of fraud, deceit or gross negli- 
gence; for members of the Society 
as to professional conduct; and for 
the public accountant there are no 
regulations which can affect his pro- 
fessional status. 

In 1939 and 1940 bills were intro- 
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duced in the Legislature known as 
the Williamson-Todd Bill and the 
Steingut-Schwartzwald Bill which 
endeavored to provide for regula- 
tion of all who practiced public ac- 
countancy whether certified ‘or not. 
The Society urged the passage of 
both bills, but they failed to be en- 
acted. 

The Committee on Legislation has 
revised the former bills and pro- 
poses that the revised bill be intro- 
duced in the 1945 session of the 
Legislature. 

The essential provisions of the 
proposed bill are as follows: 


1. The practice of public ac- 
countancy is defined as follows: 
“A person engages in the prac- 
tice of public accountancy who, 
holding himself out to the pub- 
lic as an accountant, in consid- 
eration of compensation received 
or to be received by him, offers 
to perform or does perform, for 
other persons, services which 
involve the auditing or verifica- 
tion of financial transactions, 
books, accounts or records, or the 
preparation of, or the reporting 
over his signature on financial, 
accounting, and related state- 
ments, intended for publication 
or for the purpose of obtaining 
credit, or to influence any stock- 
holder or creditor of any cor- 
poration, or to influence any 
person or persons other than 
those who procured the prepa- 
ration, certification or verifica- 
tion, subject, however, to the 
provisions of section fourteen 
and eighty-five hereof ;” 


2. The status of certifid public 
accountants now certified is not 
affected in any way by the pro- 
posed bill. 

3. Any person listed in the fol- 
lowing six subdivisions may en- 
roll as a public accountant prior 
to November 1, 1946 and may 
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thereafter practice as a public ac- 
countant : 


1. Persons engaged at the 
time of the enactment of this 
article in the practice of public 
accountancy as their principal 
aecupation within the state either 
as individuals, members of co- 
partnerships engaged in_ the 
practice of public accountancy, 
or as officers of corporations en- 
gaged in the practice of public 
accountancy. 

2. Persons who engaged in 
the practice of public account- 
ancy for at least three years dur- 
ing the ten years immediately 
preceding the enactment of this 
article who are not engaged in 
the practice of public account- 
ancy at the date of the enact- 
ment of this article. 


3. Accountants employed by 
certified public accountants or 
public accountants engaged in 
the practice of public account- 
ancy who have had at least three 
years experience, and have had 
charge of accounting engage- 
ments, 

4. Persons employed by the 
United States government or by 
the state of New York or any 
of its subdivisions or agencies 
as accountants or auditors who 
have been actually engaged in 
doing work as accountants, or 
auditors for at least three years 
during the ten years immediately 
preceding the enactment of thjs 
article. 

5. Persons serving in the 
armed forces of the United States 
or any of the United Nations, 
who immediately prior to enter- 
ing such service were engaged 
in the practice of public account- 
ancy as specified in subdivision 
one or were employed as speci- 
fied in subdivisions three and 
four of this section. There shall 
be credited to the three years’ 
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experience required by the said 
subdivisions three and four, the 
number of months, not to exceed 
twelve, of service specified in 
this subdivision. In the case of 
any person serving in the armed 
forces of the United States or 
any of the United Nations on 
the effective date of this article, 
the department shall extend the 
time for compliance prescribed 
by any provision in this article, 
for a period of twelve months 
from the time such person is 
honorably discharged from such 
service. Any person for whom 
the compliance date shall be so 
extended shall be credited with 
the experience prescribed by sub- 
divisions three and four of this 
section, gained by him between 
the time of his honorable dis- 
charge and such extended date. 


6. Persons who, prior to the 
enactment of this article, have 
been approved by the department 
for admission to the examination 
for a certificate as a certified 
public &Sccountant, or who have 
passed the examination, but do 
not have the required experi- 
ence for a certificate. 


After November 1, 1946, no per- 
son can enroll as a public account- 
ant and in order to practice public 
accountancy must become certi- 
fied. 

This provision creates a class of 
public accountants. Since no new 
public accountants may be enrolled 
after November 1, 1946 the eventual 
result will be that as the public 
accountants, enrolled prior to that 
date, become certified by C.P.A. 
examination, die, or retire from the 
profession, this class will cease to 
exist leaving certified public ac- 
countants as the sole group to 
practice public accountancy. 

The one concession given to the 
public accountant to facilitate their 
taking the examination for the 
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degree of certified public account- 

ant is a waiver of the requirement 

for the completion of a course oi 
study in a recognized school or 
college which became effective in 

1938. In all other respects, the 

granting of a certificate will be 

on the same basis as the require- 
ments of the present law. 

4. Provision is made in the pro- 
posed bill for bi-annual registra- 
tion of all practicing certified pub- 
lic accountants and enrolled pub- 
lic accountants. This registration 
follows the same practice of other 
professions—medicine, dentistry, en- 
gineering, etc. 

5. Provision is made in the 
proposed bill for the adoption of 
Rules of Professional Conduct as 
proposed by the Council of Ac- 
countancy and approved by the 
Board of Regents. Disciplinary 
provisions are provided for the en- 
forcement of such rules. 

There are other minor changes 
from the present law, but they are 
matters of procedure and organiza- 
tion rather than of policy. 


Statement in Favor of the 
Proposed Legislation 


The practice of public accountancy 
can never reach the standards of 
which it is capable, until it is limited 
to well-qualified and closely regu- 
lated and disciplined persons. 

It is not possibe to so limit the 
practice of accountancy, except by 
law. A law which would immedi- 
ately restrict the practice to C.P.A.’s, 
would in all probability be held 
unconstitutional as depriving prac- 
ticing public accountants of their 
means of livelihood. 

The only practical and just method 
of reaching the desired goal is to 
pass a law which will allow C.P.A.’s 
and P.A.’s then in practice to con- 
tinue practice. Thereafter, no one 
would be permitted to begin the 
practice of public accounting in the 
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state without first passing the C.P.A. 
examination, or obtaining a certi- 
ficate by endorsement. In other words 
the law would eventually limit the 
practice of C.P.A.’s, but would do 
so in a constitutional and fair manner. 

The public accountants in practice 
at the date of enactment of the law 
would be permitted to continue in 
practice, until they died, went out 
of practice, or became C.P.A.’s. They 
would, however, be subject to dis- 
cipline by the State for misconduct 
and their right to practice could be 
revcked or suspended. In other words 
they would merely receive permits 
or licenses to practice which would 
be clearly distinguishable from the 
C.P.A. certificate given those who 
had passed the examination and 
otherwise qualified themselves. 

Such a law as that under consid- 
eration is neither new, novel nor 
radical. Statutes of a similar nature 
are in effect in fourteen states, some 
for many years. The practice of 
law, medicine, dentistry, architec- 
ture, osteopathy, optometry, and other 
professions is limited by law in-this 
state to persons meeting certain pre- 
scribed standards. 

The benefits of such a law are self- 
evident. The public would be the 
beneficiary of more thorough and 
dependable work. Also the public 
and the ethical and competent prac- 
titioners would benefit by having 
the opposite kind of practitioners 
barred or suspended. The influx of 
“bookkeepers out of a job” into pub- 
lic accountancy would be stopped 
immediately. 

The permit received by the public 
accountant would merely authorize 
him to continue practice as a public 
accountant under that designation 
only. It would not confer any right 
to use any other title or to note on 
his letterhead or otherwise that he 
is registered or approved of by the 
state. In return for this permit, all 
public accountants would become 
subject to discipline including sus- 
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pension and revocation of the right 
to practice under a code of profes- 
sional conduct involving ethical 
standards as well as legal responsi- 
bility. Since all C.P.A.’s, not merely 
members of the Society, would be 
subject to this same code, the disci- 
pline of the whole public accounting 
profession would become uniform. 
As a result, our relations with the 
general public as well as with other 
professions, such as the law, will be 
improved. As it is now we are often 
powerless to control the ethical con- 
duct even of C.P.A.’s. 

A careful study of the develop- 
ment of the trend and growth of 
professional groups indicates that 
no profession in this country has 
ever been permanently established 
until some form of regulation or 
compulsory registration has been 
provided. 

Due to the growth and complexity 
of modern business it is difficult for 
the ordinary business man to master 
intrjcacies of accounting procedure 
and practice. The reliance, therefore, 
upon the public accountant is be- 
coming more and more necessary as 
a protection to the public generally, 
which includes not only the client, 
but also investors and others. It is 
essential that some agency or au- 
thority be set up properly to pass 
upon the qualification of any person 
who may wish to assert or hold him- 
self out as a public accountant. 
This is a protective measure rather 
than a curative one and is. designed 
to avoid occurrences which may be 
regretted in the future. The lower 
grade practitioners with no qualifi- 
cations should, in fairness to the gen- 
eral body of the profession, be elimi- 
nated as a protection to the public. 
This may be difficult now with those 
already in practice but, in the future, 
entrance of unqualified practitioners 
will be definitely eliminated since 
only C.P.A.’s may enter the practice 
of public accountancy. 

The absence of regulation pres- 


August 





ent 
Ce: 
has 
me 
an 
abl 
neg 
so 


of | 
Sta 


jus 
to | 
pul 

I 


sta 
tha 
que 
anc 
his 
clie 
the 
tior 
edy 
Cer 
anc 
it ¢ 
inc 
to 

acc 
san 
the 
be 

cou 
wh 
tior 
to 

bet 
mai 


urg 


mai 
con 
occ 
dep 
suc 
nun 
acc 
as 

dra: 
sior 


i: 


ci- 
1g 
m. 
he 


p- 
of 
at 
aS 
xe 
or 
n 





Should the State Regulate the Practice of Public Accountancy 


ents a startling paradox in that the 
Certified Public Accountant, who 
has, by and through great sacrifice, 
met official standards of competence 
and character, is alone made answer- 
able and subject to discipline for 
negligence or other lapses; but not 
so with his non-certified competitor 
of unproven fitness. 


Statement in Opposition to the 

Proposed Legislation 

Legislation is only desirable or 
justified when it can be shown clearly 
to be a public necessity. Does such 
public necessity exist? 

It is true that under the law as it 
stands today there is no assurance 
that every public account is fully 
qualified for the practice of account- 
ancy, nor is there any guarantee of 
his competence and integrity. The 
client and the public must trust to 
their own judgment and discrimina- 
tion. Clients have their ready rem- 
edy by engaging the services of 
Certified Public Accountants. Banks 
and credit organizations also have 
it largely in their power, and are 
increasingly exercising that power, 
to say whose certificates they will 
accept. Stockholders could get this 
same protection by requiring that 
their corporations’ accounts should 
be audited by Certified Public Ac- 
countants. There is little protection 
which could be afforded by legisla- 
tion which is not already available 
to the public or which could not 
better be made available in some 
manner other than by legislation. 
On the other hand, some of those 
urging regulatory legislation have 
made too much of the cases of in- 
competence or lack of integrity which 
occasionally exist. Greatly as it is 
deplored that there should be any 
such instances, it is doubtful if in 
number or in gravity they are, as 
accountancy exists today, as serious 
as the similar abuses in the most 
drastically regulated of the profes- 
sions. Law and medicine touch all 
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classes, from the highest to the low- 


est of our people. There is an argu- 


ment for regulation of those profes- 
sions which must be relied on by 
all the people, no matter how poor 
or ignorant or uninformed they may 
be. This argument does not apply 
to accountancy because an account- 
ant’s statement is of little value to 
a man who has not the intelligence 
necessary to understand it. 


The basic principle of State regu- 
lation is that it aims to protect the 
citizen who otherwise would be 
unable to protect himself. This prin- 
ciple does not apply to accountancy 
for any one who has the intelligence 
and ability properly to understand 
and practically to apply an account- 
ant’s statement is not of the class to 
receive from Government regula- 
tion a protection that he could not 
obtain for himself. It is doubtful if 
most of the abuses complained of 
could not be fully reached under our 
present general laws if the neces- 
sary evidence were obtainable and 
if those who suffer were ready to dis- 
close the facts. 

The greatest danger in legislation 
is that it would be considered by 
many to give a security and protec- 
tion which necessarily it cannot give. 
There is not a field of Government 
regulation in which there is not the 
constant complaint that the Gov- 
ernment has not given the protec- 
tion which was desired and expected. 
Government regulation is not a pana- 
cea for all ills. It is only justified 
where, in spite of its weaknesses 
and imperfections and the feeling of 
false confidence which it inevitably 
gives to many, it is preferable to the 
conditions which would otherwise 
exist. It is only to be invoked where 
conditions otherwise would be so 
bad as to make its adoption an out- 
standing public necessity and where 
its defects will be less than the evils 
which would otherwise be found. 

Legal recognition will be accorded 
a large group of public accountants, 
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conferring upon them a professional 
status which they do not now enjoy. 


Does our existing situation or the 
conditions which are reasonably to 
be anticipated in the future warrant 
regulatory legislation in regard to 
public accountancy? 

Accountancy under the present 
law has developed well in the past 
and it is believed will continue simi- 
larly to develop in standards and 


accomplishment in the future. Con- 
ditions cannot be radically wrong 
when accountants are accorded the 
high place in public esteem which 
they now hold and which seems 
today to be increasing rather than 
diminishing. In accountancy, as in 
other fields of human endeavor, 
greater progress is apt to result in 
an open field with free competition 
than under close restriction and 
regulation. 








Somewhere... 


an American sailor’s life has just been saved by 
a transfusion of blood, 
Cross and put on his ship by the Red Cross. 
Remember this when you’re asked to give or 


give again to the RED CROSS WAR FUND 


collected by the Red 
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The New Franchise Tax on 


Business Corporations 
By J. B. C. Woops, C.P.A. 


HE purpose of this article is 

limited to outlining the princi- 
pal provisions introduced by the 
new Article 9-A of the tax law of 
New York State as enacted March 
3ist in Chapter 415 of the Laws of 
1944 under which there is imposed 
an annual franchise tax on business 
corporations organized under the 
laws of or doing business in this 
State. The fundamental law re- 
mains unchanged, the tax as before 
being technically a franchise tax 
although by many always regarded 
as a corporation income tax and 
despite the fact that the likeness to 
an income tax is increased by ex- 
tending the tax to be measured by 
the net income of those periods pre- 
viously not made the basis of a tax 
and by having the fiscal year and 
privilege year coincide. 

Annual tax rates and taxes pay- 
able remain virtually the same for 
most corporations other than hold- 
ing corporations and investment trusts, 
and other than corporations with 
a substantial percentage of their in- 
terests outside of the State. The 
imposition is the highest of six per 
cent on net income or on net income 
allocated to the State under a new 
double-allocation formula, or alterna- 
tively on an amount derived from 
net income (whether or not the sub- 
ject of allocation), consisting of net 
income plus compensation of officers 
and of stockholders owning five per 
cent or more of the capital stock, 
minus $5,000 and minus seventy per 
cent of the balance; a tax of one 
mill on each dollar of the average 
amount of business and investment 
capital (including assets financed by 
long-term indebtedness) valued on 
a new basis, or on such capital allo- 
cated to the State under a new 
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double-allocation formula; or a 
minimum tax of $25, plus, in all cases 
in which the taxpayer is a parent 
corporation, a tax graduated from 
one-half of a mill to one-eighth of 
a mill per dollar of subsidiary capi- 
tal whether or not the subject of 
allocation. 

Filing dates are also unchanged. 
Returns are due May 15th except 
for corporations with fiscal years 
ending on the last day of March, 
April, May or June which have fil- 
ing dates four months thereafter, 
namely, on the last day of July, 
August, September or October, re-' 
spectively. 

Payment dates remain the same. 
Not less than $25 or one-half of the 
tax is due on filing and the balance 
on November 15th if duly billed, or 
thirty days after billing but not 
later than January 15th following 
the due date of filing. 

The major changes favor holding 
companies and investment trusts, 
affect corporations doing business 
within and without the State, and 
protect the State from loss of reve- 
nue measured by net income earned 
in a fiscal period or periods imme- 
diately preceding dissolution or with- 
drawal from the State. 

Significant as are the changes 
made, many corporations will not 
even be aware of them until dis- 
solution or withdrawal from the 
State because they will continue to 
pay a similar tax on the same dates 
as if the old Article 9-A had re- 
mained in force. By that time, how- 
ever, a corporation will have become 
subject to taxes measured by the 
applicable basis, such as by net in- 
come (whether or not allocated or 
adjusted), to the date of cessation 
of business or withdrawal, instead 
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of, as under the old law, until the 
end of the fiscal year used as a basis 
for the tax for the last privilege year 
which commenced before cessation of 
business or withdrawal and which 
privilege year of course began sub- 
sequent to the fiscal year used as 
a basis. 

Under the new law the fiscal 
year of a corporation, always the 
basic period for the tax whether 
measured by net income or a deriva- 
tive of net income, or for the one- 
mill tax, previously based on the 
value of issued capital stock at the 
close of the year, continues to be 
the basic period for all forms of the 
tax. After using a transitional privi- 
lege period, the fiscal year or basic 
year will become concurrent with 
instead of being followed by the 
privilege year. 

The other major change affecting 
all business corporations is the aban- 
donment of issued capital stock (with 
its face value or $5 a share minimum 
value) as a basis for the one-mill 
tax and the substitution of business 
capital and investment capital, or 
allocations thereof, without any per 
share value being used. In reality, 
however, though not in form, the 
new one-mill tax reaches not only 
capital and surplus, as before, but 
also long-term indebtedeness. 

Two other important changes af- 
fect some corporations. First, the 
Massachusetts allocation formula, 
now used in ten states and with 
variations in many others, replaces 
the old allocation which was unique 
to New York State. New York 
State will use the Massachusetts 
formula for allocation of business 
income and capital, but introduces 
double allocation by using another 
method for allocation of investment 
income and capital and subsidiary 
capital, with income from subsidi- 
aries not used as a measure of tax. 
This innovation is intimately related 
to the second of the changes affect- 
ing some corporations, under which 
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the term “business corporations” is 
extended to include investment trusts 
and holding corporations, with vari- 
ations in tax achieved through sepa- 
rate provisions for determination and 
allocation of business income and 
investment income, if both are sig- 
nificant, and of business capital and 
investment capital, if both are sig- 
nificant, and with a lower tax rate 
on subsidiary capital or an allocation 
thereof. Excluded from the defini- 
tion of business corporations, and 
subject to separate franchise taxes, 
are real estate corporations (unless 
controlled by a business corporation ) 
cooperative agricultural, insurance, 
transportation, transmission, and other 
public utility corporations, and banks 
and savings banks. 


Origin of New Law 


The new Article 9-A was the re- 
sult of a survey conducted by Rollin 
Browne, Commissioner of Taxation 
and Finance and President of the 
State Tax Commission, with other 
members of the State Tax Com- 
mission, and Research Consultant 
William J. Schultz, all in consulta- 
tion with an advisory group com- 
posed of lawyers, accountants and 
other specialists including Benjamin 
Harrow, chairman, and Leo Mat- 
tersdorf, past chairman of the Com- 
mittee on State Taxation of The So- 
ciety. The present changes in the 
franchise tax law constitute the first 
instalment of revisions planned by 
the State Tax Commission and the 
advisory group and as discussed by 
Mr. Browne before The Society last 
December. At the same meeting 
Spencer E. Bates, Deputy Tax Com- 
missioner, outlined “proposed changes 
in allocation procedure” and Mr. 
Schultz presented his plan for “modi- 
fication of the privilege period base 
of the corporation franchise tax.” 
These papers were published in the 
January 1944 issue of The New York 
Certified Public Accountant together 
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with a discussion of the personal in- 
come tax law by Roy H. Palmer, 
Deputy Commissioner, a phase of 
the law not subject to substantial 
revision by the 1944 legislature. Sub- 
sequently, Mr. Mattersdorf has had 
published in the June 1944 issue of 
Taxes, an exposition of New York’s 
new franchise tax law and Mr. Harrow 
is preparing an article on the subject 
for the Journal of Accountancy. The 
double-allocation formula is the sub- 
ject of an article in the April 1944 
issue of Tares. 


Change of Privilege Year 


The first fundamental point to 
bear in mind about the revisions 
which cause the fiscal year and the 
privilege year to become concurrent 
is that it is the privilege year which 
changes while the fiscal year is not 
affected. As before, the fiscal year 
originally adopted or subsequently 
established by the corporation and 
accepted by the Commissioner of In- 
ternal Revenue for Federal tax re- 
turns is accepted by the State Tax 
Commission as the year on which 
the tax is based. It is the privilege 
vear which is changed. 

Secondly, the privilege period in- 
stead of being constant as it was, 
November Ist to October 31st, varies 
with the fiscal year and finally co- 
incides with it. These two features 
are in exact opposition to the de- 
termination and incidence of the 
New York City excise tax on gross 
receipts for which each taxpayer’s 
fiscal year is ignored and a calendar 
vear substituted as a basis for the 
tax for the City’s fiscal year which 
is regarded as the privilege year. 

During the transition years, roughly 
1944 to 1946 inclusive, there is 
a privilege period for each corpora- 
tion (even apart from the phenome- 
non of a short fiscal period) which 
in most instances is less than a year 
and which is repeated as a transi- 
tional privilege period until the end 


1944 


of such a transitional privilege pe- 
riod coincides with the end of the 
latest fiscal year. It is in this man- 
ner that the constant privilege year 
which used to be far ahead of the 
fiscal year is brought back to end 
with and finally be concurrent with 
each taxpayer’s fiscal year. 

Recalling that all corporations file 
returns as before on the basis of 
fiscal years, the transition of future 
privilege years to current privilege 
years is readily understood. For ex- 
ample, a corporation with a fiscal 
year ending on the last day of any 
of the eight months, November, De- 
cember, January, February, March, 
April, May or June, for a return 
filed on an appropriate date in 1943, 
has a privilege period from Novem- 
ber 1, 1943 to October 31, 1944; suc- 
ceeded by a privilege period begin- 
ning November 1, 1944 and ending 
for a portion of a year with the end 
of its fiscal year, and used relative 
to returns filed both in 1944 or 1945, 
and finally succeeded by privilege 
years identical with its fiscal years 
for returns filed in 1946 and there- 
after. A corporation with a fiscal 
year ending on the last day of any 
of the four months, namely, July, 
August, September or October, filed 
a return in 1943 for a privilege year 
November 1, 1943 to October 31, 
1944, and files in 1944, 1945 and 1946 
for a privilege period beginning No- 
vember 1, 1944 and ending for a 
portion of a year (or for a full year 
in case of October 31st fiscal years) 
with the end of its fiscal year. For 
such a corporation, in 1947 and there 
after returns are filed for fiscal years 
and privilege years which are con- 
current. 

For a corporation with any one 
of the eight fiscal years first men- 
tioned above there are two parts of 
a tax paid on returns filed in 1944 
and 1945 for the same short privi- 
lege period. A corporation with 
any one of the other four fiscal years 
pays three parts of a tax on returns 
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filed in 1944, 1945 and 1946 for the 
same transitional privilege period. 

A chart showing filing dates, basic 
periods or fiscal years, and privilege 
periods for franchise tax returns due 
in 1943, 1944, 1945, 1946 and 1947, 
for corporations having a fiscal year 
ending on the last of any of the 
twelve months, appears in Tazres as 
part of the article of Mr. Matters- 
dorf. Tax services also contain 
charts. 


The Privilege Year and 
Dissolution 


Formerly, if a corporation dis- 
solved or withdrew from the State, 
having paid its franchise tax in ad- 
vance (all or one-half on May 15th 
or other due date for a privilege 
year beginning the next November 
Ist, and the balance between the 
succeeding November 15th and Janu- 
ary 15th), and if it had net income 
or a derivative of net income for the 
fiscal year or years since the fiscal 
year last used as a basic year for 
a privilege year, it would not be 
liable for a tax measured by its net 
income (whether or not allocated 
or adjusted) for the fiscal year in 
which it dissolved or withdrew, or 
possibly, according to the date of 
dissolution or withdrawal, also as so 
measured for the preceding full fis- 
cal year. 

Under section 214 (a) of the old 
tax law, net income (whether or not 
allocated or adjusted) which, by 
reason of the system of belated privi- 
lege years, would ordinarily not be 
used as a measurement for a fran- 
chise tax, was made the basis of a 
tax on a successor corporation ac- 
quiring “the major portion of the 
actively employed assets or the fran- 
chises of another corporation.” 

Now, whether or not there is a 
successor corporation, under a de- 
vice designed in part to prevent any 
net income from not being used as 
a measure of a franchise tax, a dis- 
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solving or withdrawing corporation, 
having paid the same taxes on the 
same dates as it would under the old 
law, will be regarded as being paid 
up for a privilege year which ended 
with the fiscal year last used as a 
basis of reporting and payment, but 
be considered as owing for the part 
of the fiscal year in which it dis- 
solved and for the preceding fiscal 
year if not already made the subject 
of a tax. Accordingly, under the 
new law the State will automatically 
collect a tax measured by net in- 
come to date of dissolution or with- 
drawal, instead of doing so only in 
special cases under the old law. 

There remains no loop-hole to be 
plugged by a section like the old 
section 214 (a). Incidentally, this 
prevents embarrassment for a cor- 
poration which having purchased 
for value the major portion of the 
assets of another corporation (which 
in turn ‘promptly dissolved) would 
find itself, under the old law, the so- 
called successor corporation, subject, 
unexpectedly in some cases, to a 
franchise tax measured by net in- 
come of the selling corporation. 
Under the new law the tax falls 
on the corporation which enjoyed 
the income. 


Accrual of Franchise Tax 


At this point, with the changed 
privilege years and transition privi- 
lege periods in mind, the question 
of the time of accrual or deductibili- 
ty of the franchise tax should be 
considered. 

Under the old law the tax became 
a lien November Ist for the ensuing 
privilege year and was deductible 
for Federal income tax purposes on 
that date, and on the same date for 
New York State franchise tax de- 
terminations. It was sound account- 
ing to accrue within the basic year 
the tax if based on net income or 4 
derivative thereof, because, barring 
dissolution or withdrawal from the 
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State, the earning of net income 
created a liability to be determined 
and paid when a return for the be- 
lated privilege year should fall due. 

The new tax logically accrues at 
the end of the fiscal year and the 
concurrent privilege year to which 
the tax relates. Incidentally, the 
tax could not well be regarded as 
accruing earlier (except for interim 
financial statements) because a net 
income for eleven months might be 
offset by a loss in the twelfth, leav- 
ing no net income as a measure of 
tax. Nor can it logically be re- 
garded as accruing later because the 
earning of income or the owning of 
assets has become the basis for the 
tax. Accordingly, for Federal in- 
come tax purposes the tax should 
be deductible in the fiscal-privilege 
year. This would remove an ano- 
malous situation under which New 
York City gross receipts tax was 
deductible as of the end of the basic 
calendar vear, whereas New York 
State franchise tax accruable for ac- 
counting purposes in the basic year 
was deductible in a subsequent privi- 
lege year. 

(Parenthetically, it should be stated 
that inasmuch as there is as yet no 
ruling as to the date on which the 
new tax may be deducted for Fed- 
eral income tax purposes, the tax 
may be deductible not when it logi- 
cally accrues but when it becomes 
a lien, namely, on January Ist next 
succeeding the filing of the return, 
as provided in section 213 (2) of the 
law. This would create a new ano- 
malous situation in which, for ex- 
ample, a corporation with its fiscal 
vear the calendar year would report 
its 1944 income on May 15, 1945, 
and deduct its franchise tax thereon 
on January 1, 1946. A common 
sense ruling by the Treasury De- 
partment would avoid such a fan- 
tastic state of affairs. The Com- 
mittee on State Taxation has re- 
quested a ruling of the Commis- 
sioner of Internal Revenue.) 


1944 


The new tax even if deducted on 
the Federal income tax return for 
the fiscal-privilege year,—the return 
which is made the basis of the fran- 
chise tax return,—does not consti- 
tute a deduction on the related fran- 
chise tax return. Instead, the tax is 
deductible in the year in which paid. 
During the transition from belated 
privilege years to privilege years 
concurrent with fiscal years, a tax on 
a return due in 1943 accrued and is 
deductible only for franchise tax 
purposes in the fiscal vear which in- 
cludes November 1, 1943, even if 
half of the tax were deferred until 
January 1944: the deduction is al- 
lowed when the tax accrued, but not 
again when paid, this being specifi- 
cally and logically prohibited. 

For the short or fractional privi- 
lege periods from November 1. 1944 
to the end of the fiscal vear (or for 
the whole fiscal year ending October 
31, 1945), appearing twice for some 
corporations and three times for 
others, as explained above, the whole 
tax consisting of two or three parts. 
if accruing as of the last day of the 
privilege period, results, under the 
common sense view of the situation, 
in two or three parts of a tax being 
deducted on one Federal income tax 
return. This will require careful 
accrual because at the date the Fed- 
eral return is due for filing only one 
of the two or three parts of the fran- 
chise tax for the fractional period 
will have been determined on fran- 
chise tax returns then due. 

For accounting purposes, to the 
extent not previously accrued, the 
two or three parts of the franchise 
tax for the fractional or transitional 
privilege period should also be ac- 
crued as of the close of the fiscal 
vear and privilege period. These 
fractional or transitional privilege 
periods all begin November 1, 1944 
and end with the end of the fiscal 
year one to twelve months there- 
after. (Incidentally, corporations 
with fiscal years ending October 31st 
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have no transitional fractional privilege 
year but instead have a full year be- 
ginning November 1, 1944 occurring 
three times as a transitional privilege 
year.) 


Net Income as a Measure of Tax 


Net income as used in the deter- 
mination of Federal income taxes 
remains in general the basis of the 
franchise tax, but as before, certain 
deductions allowed on Federal re- 
turns are disallowed, and some non- 
taxable items are added to deter- 
mine entire net income as the meas- 
ure of the tax. 

Capital losses in excess of capital 
gains are disallowed. Net operating 
loss deductions are not allowed. 
Interest on borrowed money is dis- 
allowed if paid to stockholders or 
their immediate families owning in 
the aggregate in excess of five per 
cent of the capital stock, except fol- 
lowing certain bona-fide reorganiza- 
tions and except to the extent of the 
larger of ten per cent thereof or 
$1,000 which is allowed. And, under 
the new law, the franchise tax de- 
ductible differs, as shown above, 
from the accounting accrual or the 
deduction for Federal income tax 
purposes. 

Just as the Treasury Department 
may disallow excessive salaries, so 
may the State Tax Commission; in 
fact it probably invariably does so 
following a Federal disallowance. In 
addition, however, by the well-known 
net income plus salary basis, the new 
law as the old law continues in effect 
to disallow on a formula basis a per- 
centage of compensation of officers 
regardless of reasonableness. The 
formula would illogically allow or 
disallow the same portion of $50,000 
paid equally to ten officers who are 
not stockholders as ‘of $50,000 paid 
to one officer, the sole stockholder. 

Extremely serious in many cases 
was the proposed taxing of that part 
of net income the subject of a refund 
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of excessive profits to the Army, 
Navy or Maritime Commission under 
renegotiation, unless returned with- 
it the year received, which is the 
exception. This situation has been 
more or less adjusted for the tax- 
payer by the subsequent allowance 
of a credit under Chapter 510 of the 
Laws of 1944. 

Included in entire net income as 
the basic measure of the tax is inter- 
est exempt from Federal income tax, 
whether from Federal or New York 
State and municipal bonds. This is 
where the franchise nature of the 
tax, contrasted with an income tax, 
asserts itself. 

Under new provisions, income from 
subsidiary capital, discussed below, 
and fifty per cent of dividends re- 
ceived other than from subsidiaries, 
are excluded from entire net income. 

In order to determine net income 
equitably, consolidated returns may 
be permitted or required of affiliated 
corporations. 


Basis of Tax 


If the taxpayer is a parent corpo- 
ration, that is owns over fifty per 
cent of the voting stock of one or 
more other corporations, there is a 
separate tax on subsidiary capital 
and there is eliminated from net in- 
come as a measure of the tax all of 
the income received from the sub- 
sidiaries. This separate tax is quite 
apart from the alternative taxes on 
other capital or on other income, or 
the minimum tax. For the purpose 
of this tax subsidiary capital includes 
the amount owned of stocks of sub- 
sidiaries and the amount receivable 
for indebtedness from subsidiaries, 
less, in the discretion of the Tax 
Commissioner, such inter-company 
liabilities payable on demand or 
within one year from the date in- 
curred. Such subsidiary capital is 
determined as the average net mar- 
ket value. Where subsidiary capital 
is more than eighty-five per cent of 


August 





tol 
ho 
cr 
Ca: 
ob 
on 
qu 
an 
mé 
po 
wi 
an 
col 
tio 
( 
the 
sid 
tiv 
an 
of 
( 
the 
bu: 
col 
bor 
for 
col 
clu 
car 
lial 
the 
inv 
in | 
set 
fait 
cur 
No 
for 
oth 
tal, 
con 
unc¢ 
onl 
sto 
har 
dis: 
the 
edn 
tal. 
on 
net 
cen 


19 


er 
h- 
1€ 
n 
Y= 


1e 


eae ee. ie 





The New Franchise Tax on Business Corporations 


total capital, as in the case of a real 
holding corporation, it may be in- 
creased by a relative proportion of 
cash and United States Government 
obligations. 

The rate of the tax is one-half mill 
on each dollar up to $50,000,000; one 
quarter mill on the next $50,000,000, 
and one-eighth mill on the re- 
mainder. Where a subsidiary cor- 
poration does business within and 
without the State or otherwise has 
an allocation percentage, the parent 
corporation is entitled to an alloca- 
tion of subsidiary capital. 

On the same corporations and on 
those not subject to a tax on sub- 
sidiary capital, there are the alterna- 
tive taxes on any other capital, on 
any other net income or a derivative 
of net income, or the minimum of $25. 

Other than subsidiary capital, 
there are investment capital and 
business capital. Investment capital 
consists of investments in stocks, 
bonds and other securities not held 
for sale to customers in the ordinary 
course of business, but of course ex- 
cluding subsidiary capital. Business 
capital is the remainder, less current 
liabilities, with the taxpayer having 
the option to include cash either as 
investment or business capital. As 
in the case of subsidiary capital, as- 
sets are determined as the average 
fair market value, with applicable 
current liabilities also averaged. 
Note that no deduction is permitted 
for liabilities other than current. In 
other words assets acquired by capi- 


tal, surplus and borrowed money- 


constitute the measure of capital 
under this tax law. In effect, not 
only is long-term indebtedness to 
stockholders treated as capital (per- 
haps consistently with the provision 
disallowing most of the interest 
thereon) but other long-term indebt- 
edness is also taxed as part of capi- 
tal. This constitutes a new burden 
on corporations in years in which 
net income is less than about 1.7 per 
cent of capital, surplus and long- 
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term indebtedness, the point at 
which the new one-mill tax takes 
effect, instead of usually at 1.7 per 
cent of capital and surplus under 
the old law. The one-mill tax ap- 
plies to the total of investment and 
business capital, but the classifica- 
tion of capital is of significance where 
allocation is permitted of capital 
within and without the State. 

Net income as a measure of tax, 
discussed above, is classified into in- 
vestment income and business in- 
come. Investment income consists 
of income including capital gains in 
excess of capital losses from invest- 
ment capital less deductions (other 
than capital losses) considered by 
the tax commission as attributable 
thereto. Business income is the re- 
mainder after separating subsidiary 
income and investment income from 
the entire net income determined as 
a measure of tax. Note that income 
from investments in subsidiaries is 
never a measure of the tax. Also, 
fifty per cent of dividends from other 
investments is excluded from entire 
net income and apparently is not 
logically included in investment in- 
come although the definition thereof 
is not clear in this respect. 

Total business income and invest- 
ment income are subect to the six 
per cent tax, with the usual adjustment 
to the salary basis if applicable. The 
separation of the income is of sig- 
nificance if an allocation is made of 
income within and without the State. 


The Allocation 


Allocation of the measure of tax is 
permitted as to subsidiary capital, 
and investment income and capital, 
but only as to business income and 
capital if business is carried on with- 
in and without the State as evidenced 
by a regular place of business out- 
side of the State. 

Subsidiary capital is allocated on 
the basis of the allocation of the 
separate capitals of such subsidiaries 
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as determined from New York State 
franchise tax returns filed by them 
for the preceding year. Where more 
than eighty-five per cent of the total 
capital is subsidiary capital, not 
more than fifty per cent shall be al- 
located to the State as subsidiary 
capital. A minimum of fifteen per 
cent-of total capital is allocated to 
the State as subsidiary capital unless 
the taxpayer can prove that less than 
fifteen per cent of its holding corpo- 
ration activities are carried on, and 
less than fifteen per cent of its sub- 
sidiary capital is employed, within 
the State. 

Investment capital has a similar 
fifteen per cent floor for allocation, 
and otherwise is also allocated simi- 
larly to subsidiary capital, that is, on 
the basis of percentages published 
by the Tax Commission for each in- 
vestment. 

Business capital is allocated on the 
basis of a percentage determined 
under the Massachusetts formula, 
namely, and very briefly, the aver- 
age of three percentages derived 
from (a) real and personal property, 
(b) gross receipts, and (c) total 
wages, salaries and other personal 
service compensation, each appor- 
tioned within and without the State. 

Where investment income is less 
than twenty-five per cent of its total 
business and investment income, a 
taxpayer, not filing a consolidated 
return, may elect to apply its busi- 
ness allocation percentage to its total 
business and investment capital. 
Conversely, where the investment 
income exceeds eighty-five per cent 
of the total business and investment 
income, the taxpayer may elect to 
use only the investment allocation 
percentage. 

Subsidiary income of the parent is 
not specifically defined and is not 
used as a measure of tax, and there- 
fore is not the subject of allocation. 

Investment income is apportioned 
on the basis of the percentage de- 
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rived in the allocation of investment 
capital. Business income is allocated 
on the Massachusettes formula used 
also for allocation of business capi- 
tal. Note that the optional methods 
provided and referred to above in 
connection wtih allocation of capital 
also apply for allocation of income. 
In other words, where business in- 
come exceeds eighty-five per cent 
of the total of business and invest- 
ment income, the business income 
allocation may be used entirely. Con- 
versely, where business income is 
less than fifteen per cent, the invest- 
ment income formula of allocation 
may be used for both classes of in- 
come together. 

Where the Massachusetts formula 
produces an inequitable allocation 
the Tax Commission may vary the 
formula by omitting or adding fac- 
tors, and where the investment allo- 
cation is unfair one or more assets 
and the income therefrom may be 
similarly excluded for the computa- 
tion of the allocation percentage. 


Conclusion 


For all practical purposes, except 
the inclusion in entire net income 
of interest otherwise non-taxable by 
the State, and except for the alterna- 
tive taxes on capital and the mini- 
mum tax, the franchise tax may be 
regarded as an income tax. Returns 
should be filed on the usual dates 
and payments made as before. At- 
tention should be given to the allo- 
cation, where applicable, noting the 
double allocation and equitable modi- 
fications which may be permitted, 
and using the optional single alloca- 
tion where either business or invest- 
ment income predominates to a 
specified extent. Care should be 
exercised as to the accounting accru- 
al of the tax and its deduction on 
Federal income tax returns. The 
Tax Commission should be asked to 
use its discretion to permit consoli- 
dated returns where the interests of 
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an affiliated group require it. Hold- 
ing corporations and investment cor- 
porations, hitherto having their 
places of business outside of the 
State for tax avoidance reasons, may 


find it economical to return to or 
enter New York State and pay the 
taxes now imposed under a law con- 
taining provisions designed to wel- 
come them. 





It is the Patriotic Duty 





of Every American Citizen to: 


BUY United States War Bonds and Stamps 
GIVE to the Red Cross 
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The Tax Status of Family Partnerships 


By Morey S. Worre, C.P.A. 


SOME recent decisions by the Tax 

Court have created a _ certain 
amount of confusion and uncertain- 
ty with regard to the tax status of 
the so-called “family partnership.” 
The obvious tax savings effected 
when the small or closely owned 
corporation has been reorganized as 
a partnership had been a compelling 
factor in the accelerating exodus 
from the corporate form of doing 
business. The same motives may 
have impelled many of these new 
partnerships or existing partnerships 
to admit as members the wives or 
children of partners. 

The attempts of the Treasury De- 
partment to ignore the separate tax 
status of such newly admitted part- 
ners and to assert the entire tax 
against the original partners had 
met with little success where the 
facts showed a bona fide new part- 
nership had been created and oper- 
ated. 

The increasing number of cases 
in which the Treasury has recently 
been successful has resulted in a 
general impression that most new 
family partnerships will fail to effect 
any tax savings. Study and analy- 
sis of the opinions, however, do not 
sustain this conclusion. Whatever 
may have been the motive in the 
formation of the new partnership, 
if there is a bona fide intention that 
the wife or children of a partner be 
admitted to the firm and the conduct 
of the parties supports such ex- 
pressed intention, the claim of sepa- 
rate taxability of the individual part 
ners must be sustained. Implicit in 
the cases is the court’s concern with 
the bona fides of the arrangement, 
and our analysis of the cases at- 
tempts to highlight the lines of in- 
quiry which the courts have taken. 
We are concerned with the practi- 
cal implications and policy trends 
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of government in the tax cases. For 
their better understanding we sum- 
marize our approach as follows: 

1. Motive and intent (lawful means 
for lawful purposes — Doctrine of 
U. S. v. Isham, 84 U. S. 496; Weeks 
v. Sibley, 269 F., 155; followed in 
Bullen v. State of Wisconsin, 240 
U. S., 625; Iowa Bridge Co. v. 
Comm., 39 F., 2d, 777). 

2. Business purpose (reorganiz- 
ing for tax savings — Doctrine of 
Gregory v. Helvering, 293 U. S., 
465). 

3. The tree and the fruit (assign- 
ment of gross income—Doctrine of 
Lucas v. Earl, 281 U. S., 111; Cor- 
liss v. Bowers, 281 U. S., 376; Hel- 
vering v. Horst, 311 U. S., 112; Hel- 
vering v. Eubank, 311 U. S., 122). 

4. Family economic unit (appli- 
cation of section 22a of the code— 
Doctrine of Clifford v. Helvering, 


309 U. S., 331). 


1. Motive and Intent 

In Weeks v. Sibley (269 F., 155) 
it was said: “the right to change 
the status of an organization, or to 
dissolve an organization in any legal 
manner, is not made ineffectual be- 
cause the motive impelling the change 
is to reduce or avoid taxation in the 
future. The right so to do is an 
incidental right, inseparably con- 
nected with an individual’s right to 
own and control his property. * * * 
It is not unnatural that any thought- 
ful business man takes such steps. 
It is altogether different from tax 
dodging, the hiding of taxable prop- 
erty, or the doing of some unlawful 
or illegal thing to avoid taxation.” 

In United States v. Isham (84 U. 
S., 496) it was held that the avoid- 
ance of tax liability prior.to its in- 
currence is an entirely different thing 
from the evasion of tax liability 
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after it is definitely incurred. If a 
transaction is carried out in such 
form as to avoid or reduce tax lia- 
bility, it is subject to no legal cen- 
sure, provided the method adopted 
is legal. The mere purpose of avoid- 
ing taxation is not only not im- 
proper but is recognized by the 
courts as the normal and proper 
course of a taxpayer. 

On the element of motive, in Com- 
missioner v. Olds (60 F., 2d, 252) 
it was held that it is competent to 
show reasons for the making of the 
partnership agreement. Here the 
father desired to train his daughters 
in the handling of money and to 
divide his property during his life- 
time, so as to avoid family disputes 
aiter his death. Thus, the motive 
supported the intention of making 
partners of his daughters and helped 
to prove the bona fides. In the 
Potter case (47 B. T. A., 607, 1942) 
the partnership arrangement was 
prompted by the parents’ desire to 
create an estate for each of their 
minor children, for their own pro- 
tection. 

Intention goes to the heart of the 
matter since the partnership rela- 
tion which we are considering is a 
result of contract, and there must 
be a meeting of the minds. It is true 
that transactions between members 
of a family will be more strictly 
examined for the purpose of arriv- 
ing at the actual intentions. Some- 
times behavior of the parties and 
events which follow fail to support 
the alleged intentions, and it is in 
such cases that courts disregard 
form for substance. 


2. Business Purpose 
(Reorganization for Tax Savings) 


The important and constantly cited 
Gregory case (293 U. S., 465), which 
called for a business purpose in a 
corporate reorganization, should be 
remembered in relation to its par- 
ticular facts. There was an attempt 
on the part of the corporation to 
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enable its shareholders to appropri- 
ate some of the assets of the cor- 
poration tax free. This was done 
by proceeding in accordance with 
the letter of the corporate reorgani- 
zation provisions of the Revenue 
Act, and through the conduit of a 
newly formed corporation which 
was used merely for this tax sav- 
ing scheme and then dissolved im- 
mediately thereafter. There the 
court disregarded the “sham” of the 
new corporation formed for no busi- 
ness purpose and held the transac- 
tion taxable. 

The principle of the Gregory case 
has been cited in the reorganizing 
from corporation to partnership or 
from sole proprietorship to partner- 
ship. Whether or not the extension 
can be made to lawful partnerships 
formed and continued thereafter in 
good faith to carry on the regular 
business of the taxpayer should not 
be a moot question. All the ele- 
ments of a partnership being pres- 
ent, it may be that the courts will 
hold that the fact that corporations 
are usually more formally conduct- 
ed and therefore expensive in ad- 
ministration as well as taxes, is busi- 
ness purpose enough for a reorgani- 
zation into a partnership. Where 
additional services are made avail- 
able or where needed capital is in- 
troduced into a business, it may be 
said that the reorganization of a sole 
proprietorship into a partnership 
will be sustained on the business 
purpose element. The difficulty 
seems to be where no services are 
rendered or where the wife’s capi- 
tal contribution results from a gift 
from the husband. 

3. The Tree and the Fruit 
(Assignment of Gross Income) 
If the income be derived from 

property or capital employed, then 
the income will be taxable to the 
owner. If the income consists of the 


earnings from the personal services 
of a single individual, then “the 
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dominant purpose of the revenue 
laws is the taxation of income to 
those who earn it or otherwise cre- 
ate the right to receive it”; assign- 
ment of such income will therefore 
not avoid taxation. It has been 
held that even a professional part- 
nership with one supplying original 
needed working capital existed for 
tax purposes (Humphreys v. Com- 
missioner, 88 F., 2d, 430). 

The fruit of the tree is taxable to 
the owner of the tree, but the char- 
acter and condition of the tree may 
occasionally present a problem. If 
the tree itself be subdivided, then 
the fruit will be subdivided as well. 
The facts in each case must be thor- 
oughly examined. It is natural that 
on differing facts the courts reach 
different decisions. Where proper- 
ty rights are determined by a state 
court decree, the decision has been 
held binding on the federal courts 
(Blair v. Comm., 1937, 300 U. S., 5), 
but the Treasury may for tax pur- 
poses regard the income as taxable 
to another (see Clifford v. Helver- 
ing, 309 U. S., 331). 

The bona fides of the partnership 
seem to rest on the validity of the 
gift of the partnership interest and 
the genuineness of the partnership 
relation. Several trends of inquiry 
are observed. 

Have the essential elements of a 
completed gift inter vivos been com- 
plied with? Principally, was there 
an intention to make a gift uncon- 
ditionally and irrevocably? 

Has the donor actually parted 
with dominion and control? 

Then as to the partnership, are the 
essential elements present for a 
bona fide partnership? Principally, 
was there a genuine intention to 
enter into a partnership relation? 
Has each partner contributed some- 
thing of value? Does there exist 
that community of control and in- 
terest in the partnership operations 
which ordinarily exists between part- 
ners? 
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In a few cases the new partners 
have had no property; they actually 
receive the money which was in- 
vested from the (husband or father) 
partner. In other cases there was 
no passing of money at all, the part- 
nership interests being created by 
book entries. Nevertheless, the court 
found a valid gift and a lawful part- 
nership in the case of Moyer (35 
DB. T.. A, 4250). 

In some cases the interest which 
the new partner acquires was “pur- 
chased.” Payment therefor was made 
by the buyer with cash received as 
a gift from the husband or parent 
vendor, or notes were given in pay- 
ment of the partnership interest 
and either were paid out of profits 
when due, or were non-interest bear 
ing and were held by the vendor. 
A valid partnership was nevertheless 
found to exist in Comm v. Olds (60 
F., 2d, 252) and in J. D. Johnston, 
Jr., v. Comm. (3 T. C. —, No. 101, 
May 10, 1944). 

Throughout the cases we find the 
courts looking to the events subse- 
quent to determine the actual in- 
tentions of the parties. What was 
actually done compared with what 
was proposed (Weiss v. Stearn, 265 
U. S., 242). While form may be 
followed and local law satisfied, the 
conduct of the parties must not con- 
tradict the alleged gift or the alleged 
partnership. The court will scan 
the whole paper structure with a 
view of ascertaining whether it is 
a mere tax saving device, and to 
find the relationship to be what in 
actual living fact and substance the 
parties themselves are acting out. 


Part Two 


While control and dominion or 
management are regarded as at- 
tributes and indicia of ownership, 
frequently management is in the 
hands of one party on behalf of 
another who has title. The cases 
about to be cited are landmarks on 
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the subject to management and con- 
trol in the hands of a donor, consis- 
tent with ownership by the donees 
(Comm. v. Armour, 125 F., 2d, 467, 
1942; Ayer v. Comm., 45 B. T. A., 
146, 1941; Comm. v. Betts, 123 F., 2d, 
534, 1941; Comm. v. Branch, 114 F., 
2d, 985, 1940; Jones v. Norris, 122 F., 
2d, 6, 1941; Helvering v. Palmer, 
115 F., 2d, 368, 1940; Potter v. 
Comm., 47 B. T. A., 607, 1942; Shur 
v. Comm., 126 F., 2d, 283, 1942). 

If the wife, who is entitled to look 
to her husband for support and sup- 
port of her children and payment of 
the household expenses, uses her 
shares of the profits to discharge his 
marital obligations, then the courts 
may draw certain conclusions. 

The conduct of the parties should 
be examined in the light of the part- 
nership agreement. The terms of 
the agreement may extend or limit 
the partner’s right and responsibili- 
ties. At common law, partners share 
profits or losses equally, regardless 
of investment, time or value of serv- 
ices devoted. It is elementary that a 
limited partner (in a limited partner- 
ship) at the peril of his being held 
liable as a general partner, may not 
take part in the control of the busi- 
ness (New York Part. Law, sec. 96). 


4, Family Economic Unit 

(Application of Section 22a of the 
I. R. C.; Helvering v. Clifford, 309 
U. S., 331; Recognition of Local 
Law as to Property Rights; Owner- 
ship v. Management.) 

In Clifford v. Helvering (309 U. S. 
331), there was a trust for five years 
for the grantors’ wife, after which 
the corpus went back to the grantor, 
with the power in the grantor (who 
was also trustee) to pay out all or 
only part of the net income, and 
with the widest of investment pow- 
ers, and with no part of the corpus 
or income subject to wife’s debts or 
incumbrance. These facts moved 
the court to say that here was a mere 
temporary reallocation of family in- 
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come and the husband remained the 
owner for tax purposes and taxable 
on the income uuder section 22a of 
the Internal Revenue Code. But 
emphasis of the court to the effect 
that the decision rests with the 
triers of facts, on analysis of the 
terms of each trust instrument and 
all of the circumstances attendant on 
its creation and operation, became 
the basis for subsequent clarifica- 
tion. Nevertheless, the rule persists 
that where beneficiaries are members 
ot a family group, special scrutiny 
is invited lest one economic unit be 
multiplied into two or more by de- 
vices which, though valid under 
state law, are not conclusive under 
income tax statute. In the Clifford 
case (309 U. S., 331) the “bundle of 
rights” the grantor retained was held 
to be substantial. 

In Comm. v. Branch (114 F., 2d, 
985) the grantor had broad powers. 
Here the trust res was pledged for 
the grantor’s obligations so that he 
parted with only an equity. Yet the 
court found that the grantor was not 
in substance the owner of the res. 
“Helvering v. Clifford rests on its 
particular facts,” the court said. “We 
do not understand that the case, as 
a general proposition, obliterates the 
separate legal personality of the wife 
for the purpose of determining the 
gross income of the husband under 
section 22(a)” where the grantor has 
stripped himself of all command over 
the income for an indefinite period. 
His broad powers as trustee were 
not sufficient to make him in sub- 
stance the owner; the income was 
not being applied in satisfaction of 
the grantor’s legal obligations. 

In Ayer v. Comm. (45 B. T. A,, 
146) the grantor gave himself the 
broadest conceivable powers as 
though there were no trust at all; 
the trust property could remain in 
his own name and without disclosing 
the trust capacity. The grantor 
could use income and principal to 
support his children, though he did 
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not so use it. The beneficiaries were 
all minors. In the case of the death 
of a beneficiary without wife and 
without children and without a will 
the corpus and accumulated income 
reverted to the grantor if living. The 
grantor was nevertheless not taxed 
on the income from the trust. 

In Helvering v. Palmer (115 F., 
2d, 368, 1940) the grantor trustee 
also had very broad powers. The 
stock cofpus of the trust was pledged 
for the grantor’s obligations and re- 
mained registered in the grantor’s 
name. The trust agreement could be 
modified by adult beneficiaries and 
trustees. The grantor was not taxed 
on the income because he had, by 
execution of the trust agreement, 
irrevocably conveyed in _praesenti 
his legal title, and manual delivery 
of the stock was not necessary. His 
broad powers related to the manage- 
ment of the trust corpus and did not 
invest in him individually any eco- 
nomic benefits or enjoyment of the 
trust property and did not affect the 
validity of the trust. 

In Potter v. Comm. (47 B. T. A., 
607) there were two minor children 
aged 7 and 13, who were made part- 
ners in a closely held business, 
where the principals were the par- 
ents and relatives, together with a 
stranger, who likewise made _ his 
child a partner. The partnership 
interest of each child was created 
out of the parents’ share by an oral 
agreement among the partners, the 
only record of which consisted of the 
bookkeeping entries effectuating the 
division of the income and the capi- 
tal accounts. It was explained that 
the gifts were prompted by grantors’ 
desires to create an estate for each 
child for his own protection, &c. 
Later, when it was necessary the 
partnership was incorporated and 
the aid of the Court of Chancery was 
invoked to lend its approval to the 
provisions for the children. The 
commissioners argued that, due to the 
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dominion and control of Potter, there 
was no change in economic interest. 
It was proved that Potter supported 
his children and the income from 
the partnership interests was not 
used to discharge any of Potter's 
obligations. Held, Potter was their 
natural guardian under the law and 
managed their property as such. The 
intention was found to make irrevo- 
cable gifts; a definite agreement was 
made between the partners that the 
children were to become partners, 
and grantors agreed to this in the 
dual capacity of partnership mem- 
bers for themselves, and of natural 
guardians at law for the children. 

The Clifford case (309 U. S., 331) 
combined a short-term trust with 
such retained powers as to dilute the 
economic consequences of the gift, 
so that the donee received no certain 
thing and the donor retained the 
status of owner for all practical pur- 
poses. Inthe Potter case there were 
no powers reserved. Potter’s man- 
agement as guardian at law of the 
minors was not a retention of com- 
mand over income incidental to 
ownership. The Branch and Norris 
cases were cited. 

In Jones v. Norris (122 F., 2d, 6, 
1941) the grantor retained and en- 
joyed “autocratic control’ (those 
are the words of the court), yet the 
court says: “We do not understand 
that the power of management, how- 
ever unlimited, may operate to bring 
the grantor within the sweeping pro- 
visions of section 22a, if by such 
powers he cannot derive any eco- 
nomic benefits therefrom, * * *. 
Aside from the weight to be ac- 
corded the findings of fact below 
(Helvering v. Clifford, supra, and 
Commissioner of Internal Aevenue v 
Branch, supra), our own appraisal 
of the facts leads irresistibly to the 
conclusion that the grantor retained 
neither the power to revoke, revest, 


‘nor revert either the corpus or the 


income. Absent these essential ele- 
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ments there can be no substantial 
incidents or attributes of ownership, 
sufficient to vest in the grantor any 
of the economic benefits of the trust, 
essential to taxation under section 
22(a) or sections 166 and 167 of the 
Revenue Act of 1934. 


Conclusion 


Summarizing, we find that the 
doctrine of the Clifford case still ex- 
ists, but in a strictly limited applica- 
tion. Broad powers in a donor were 
not held to be sufficient to make 
the grantor taxable, in spite of the 
family economic unit, when from the 
powers exercised the grantor re- 
ceived no economic benefit, but rather 
administered his powers in behalf 
of the beneficiary. The recent part- 
nership cases decided by the United 
States Tax Court (R. W. Camfield, 
Docket No. 112,451, decided Febru- 
ary 9, 1944; Francis E. Tower, 3 
T. C. —, No. 49, 1944; In re Lusthaus 
3 T. C. —, No. 67, 1944; Zukaitis, 
Docket 101,073, 3 T. C. —, No. 102, 
June 20, 1943; O. Wm. Lowry v. 


Comm., 3 T. C. —, No. 97, decided 
May 8, 1944; Robert P. Scherer v. 
Comm., Docket 107,150, 3 T. C. —, 
No. 100; J. D. Johnston, Jr., v. 
Comm., 3 T. C. —, No. 101, supra; 
Frank J. Lorenz v. Comm., Docket 
13,906, 3 T. C. —, No. 98—not yet 
officially reported) rest upon their 
own peculiar facts. The broad prin- 
ciples have not changed, and if de- 
cisions do not square with them, ap- 
peals may clarify the trend. It may 
be that a broadened tax legislation 
policy will consider the whole family 
as an economic unit and tax them 
on that theory. Here and there have 
been such indications. But as a 
whole, without statutory change, 
husband and. wife are not now the 
common-law one person, ‘and she 
may possess property and be taxed 
on the income therefrom, although 
such property originally derived 
from him. It is the belief of the 
writer that on appeal to the Supreme 
Court of the United States the dis- 
senting opinions in the O. William 
Lowry case (supra) may be upheld. 
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The Evolution of Business Records 


Since 


By WIt.iaM L. 


GREAT writer has said that an 

organism must either progress 
and grow or decay and die. Viewing 
the changes in customs, practices 
and usages during the past forty or 
fifty years, leads to the conclusion 
that this is true not only of living 
organisms, but also of the manners 
and habits of life and business. It is 
with the idea of recording and study- 
ing some of the changes that have 
taken place during that period that 
this essay is written. 

At the turn of the century, an ac- 
counting system, then more proba- 
bly called a bookkeeping system, con- 
sisted generally of a journal and a 
ledger. Both of these were bound 
books. Loose: leaf books, if in ex- 
istence, were not well known, and at 
any rate were not accepted as satis- 
factory business records. Courts 
were not supposed to accept as evi- 
dence books which contained erasure 
or alterations. This applied espe- 
cially to books of original entry. 
Naturally the same argument could 
be applied to books in which pages 
might be changed. All transactions 
were journalized. Even checks and 
cash received and checks drawn ap- 
peared on the records as journal en- 
tries. A blotter was kept as a record 
of transactions and agreements, to 
be formally recorded in the journal 
or referred to as a record of the in- 
tentions of the contracting parties as 
to an engagement to be fulfilled at a 
future time. 

The first departure from the rule 
of journalizing each transaction came 
with the Cash Book. In this book 
receipts and disbursements were en- 
tered and posted directly from the 
cash book to the general ledger. 
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Sometimes an account was kept with 
the bank in the general ledger, just 
as an account would be kept with 
any other company. In that case the 
cash book would be a record of the 
cash and checks received, and cash 
paid out or deposited, and the bal- 
ance represented the cash and checks 
on hand. Later the cash book re- 
corded the cash on hand and in the 
bank as a single balance, the bank 
not being charged with deposits 
made. In effect, the cash book was 
at that time a ledger account, in 
which the original debit and credit 
entries were made and then posted 
to the apposite side in the appropri- 
ate account. The trial balance began 
with the balance in the cash book, or 
probably with the debit and credit 
footings, as trial balances in those 
days were usually lists of both the 
debit and credit footings of each ac- 
count, the excess of debits or credits 
being later extended on the work 
sheet, or balance sheet as it was then 
known, to the Loss, Gain, Asset or 
Liability column. 

The next step was the introduction 
of columns in the cash book, first for 
discount allowed and accounts re- 
ceivable on the debit side, and for 
discount earned and accounts payable 
on the credit side. Earning,cash dis- 
counts was not only good finance, 
but was considered a mayk of_solv- 
ency. A merchant was presumed to 
be able to borrow money at a bank 
at the prevailing rate of 6% per an- 
num in order to pay bills within the 
discount period, because even 1% in 
10 days equals 36% a year. 

At this point a word should be said 
about the origin of cash discounts. 
They arose just after the war be- 
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tween the States, and were granted 
by wholesalers to offset the three 
and four-month acceptance terms in 
vogue prior to the war, which terms 
still prevail in the export trade. In 
normal times the wholesaler could 
discount his acceptances or bills re- 
ceivable at the bank, but the then 
post-war depression limited that 
channel, so cash discounts were 
offered for payment in ten or thirty 
days, as compared with net cash in 
sixty days or four months. Recently 
the cash discount has become prac- 
tically a figure of speech. Even be- 
fore the present low interest rates, 
it was generally recognized that 
money is not worth the 1% to 7% 
given for short periods, and that such 
percentages must actually be added 
to the cost of the goods in order to 
permit such discounts to be allowed. 
Years ago the Interstate Commerce 
Commission ruled that in railroad 
accounting discounts earned were to 
be deducted from the expense account 
to which the item purchased had 
been charged, and not set up as an 
income account. The Government 
has now ruled that the figures for 
costs used in claims due to contract 
terminations must be the net amount 
after cash discount has been de- 
ducted, whether or not such discount 
has actually been taken by the con- 
tractor. 


The columnar cash book usually 
was printed. Columns were added 
on the credit side for freight, express 
and such other items as appeared 
frequently during the month, and the 
debit side included additional columns 
appropriate to the business. The use 
of columns permitted the accumula- 
tion in a single posting a month of 
many separate items. Credits and 
debits not covered by special columns 
were entered in a general ledger 
column. These items were at first 
posted individually to the proper ac- 
count. Later a summary was made 
of the general ledger column thus re- 
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ducing to one posting all the entries 
on a page. 

The fact that most lines of busi- 
ness have cash receipts from many 
individuals and companies, while 
their disbursements go to fewer sup- 
pl.ers, led inevitably to the separa- 
tion of the cash receipts from the 
cash disbursements. Later the limi- 
tations of the bound books were 
overcome by having two books for 
cash receipts and two for cash dis- 
bursements, each being used on 
alternate days by the cashier, per- 
mitting the customers ledger and ac- 
counts payable bookkeepers to have 
the books the next day for posting 
the previous day’s cash to their sub- 
sidiary records. 

The production of a wide variety 
of stock columnar books led to the 
abandonment of the use of printed 
books, the printing originally being 
only incidental to the special ruling 
desired. This resulted in consider- 
able economy as printed books in- 
variably involved great expense. 

[t is probable that the period from 
1900 to 1910 witnessed more inno- 
vations in business systems than any 
other decade. System was then the 
keynote, just as later efficiency and 
streamlining were on every tongue. 
Most of these innovations became 
part of the present business scene, 
although some were modified or 
stripped of non-essential features. 

In the early part of the century 
the letter press was used universally 
as a means of preserving a copy of a 
letter or other business paper, the 
carbon copy not being considered 
adequate legal proof of the contents 
of a communication. Copying ribbons 
for typewriters, and copying ink for 
signatures and handwritten letters 
and-bills were used. The copying 
pencil, now known as the indelible 
pencil, dates back to this use. 

Vertical filing in wooden cabinets 
similar to the style used today was 
introduced to take the place of rows 
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of cardboard file boxes, or elaborate 
wooden cabinets with shallow draw- 
ers in which letters and bills were 
laid under weights held by springs. 

Card systems were first evolved 
from the use by a shoe merchant of 
the ends of shoe boxes for making 
records of a convepient size. Cards 
were and are used for all sorts of 
data, and for a time competed with 
loose leaf forms for popularity as 
subsidiary ledgers. In this field they 
have an advantage where there are 
many small accounts buying infre- 
quently. 

Flat bed billing machines were 
constructed which made a carbon 
copy of several bills on a large back- 
ing sheet. These were bound in 
books to become the sales journal, 
a media from which the accounts re- 
ceivable ledger was posted. 

The accounts receivable and ac- 
counts payable were at first carried 
as accounts in the general ledger. 
As they became more numerous and 
it Was necessary to divide the work, 
one or both were segregated in sepa- 
rate ledgers, although a single trial 
balance was taken for all the ledgers. 
Later controlling accounts permitted 
each ledger to be independently 
balanced. 

The accounts payable originally 
were supported by the actual in- 
voices, pasted in a large scrapbook. 
These were journalized to the debit 
of the merchandise account as well 
as to the credit of the account of the 
supplier. Then came the voucher 
system, under which the suppliers’ 
invoices naturally varying in size, 
color and ruling, were attached to 
uniform prenumbered vouchers, ruled 
for distribution to the debit of the 
appropriate ledger accounts. These 
were entered in a voucher register, 
containing a columnar distribution 
of the accounts to, be charged. A 
date stamp in a “Paid” column indi- 
cated that the voucher was no longer 
a liability. The total of the vouchers 
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unpaid at the end of the month 
equalled the amount shown by the 
controlling accounts payable account 
in the general ledger. 

Later the voucher-check was used. 
In some forms the voucher itself was 
made negotiable through the bank 
by the proper signatures. Other 
forms were used in which the voucher 
check was the original and the 
voucher the carbon copy. The 
voucher-check, still seen today to a 
limited extent, is folded so that the 
pertinent information as to bills in- 
cluded in the payment and discounts 
or deductions taken is on the inside, 
and the face of the check and space 
for endorsements are on the outside. 

The voucher-check for the most 
part was succeeded by a small box 
ruled to show dates, amounts and 
numbers or other identification of 
invoices paid. At first this was rub- 
ber-stamped or printed on the back 
of the check, almost invariably fol- 
lowed by the legend that “Endorse- 
ment of this check constitutes receipt 
in full for the bills mentioned 
above”. The box was later printed 
on the front of the check, where it 
appears mostly today, so that all 
the information can be written or 
typed without turning the check 
over. It can also be seen at a glance 
by the recipient. The legend as to 
full payment is not used to a great 
extent at the present time, probably 
due to legal decisions since its in- 
troduction. 

At the present time, the bills re- 
ceived from the suppliers are used 
as vouchers, being checked as to re- 
ceipt of goods and accuracy of price 
and extensions, then entered in a 
Purchase book, which may be a 
posting media for the accounts Pay- 
able ledger or may be used inde- 
pendently as a Voucher Register. 
The bills themselves are filed in 
standard filing cabinets for easy 
reference. 

An early form of accounts receiv- 
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able ledger not often seen today was 
the Bosion ledger. This usually 
contained 19 columns, for opening 
balance, and debit, credit and bal- 
ance columns for each day of a 
week. Customers’ names were writ- 
ten on the left of the sheet, and 
sometimes the columnar part of the 
sheets was cut off to obviate the 
necessity of rewriting the names 
frequently. Each day the debits in 
each account were added to the 
previous balance and the credits 
subtracted, the new balance for the 
day being put in the balance column. 
Each page was proved by adding 
the total of the debits to the total 
of the opening balances and_ sub- 
tracting the credits to obtain the 
closing balance. Totals were brought 
forward from page to page. The 
grand total of all the debits equaled 
the sales and other debits for the 
day while the total of all credits 
equaled the cash, discounts and 
other credits for the day. 

In some smaller houses the Boston 
ledger provided four or five weekly 
balances on a page instead of six 
daily balances. 

The Boston ledger was used large- 
ly in banks, for the obvious reason 
that daily balancing of each account 
is necessary to control overdrafts, 
and the totaling of all debit entries 
and all credit entries made it pos- 
sible to prove the accuracy of the 
bank’s daily work. 

Strangely, while this form of book 
is not now used, the idea is pre- 
served in the bank’s customers ledgers 
and customers’ statements, almost 
universally made by a bookkeeping 
machine. It is also used in all com- 
mercial machine bookkeeping sys- 
tems. 

The use of the large sheets of the 
sales journal gave way to the use 
of exact carbon duplicates of the 
bills for accounting purposes, with 
additional copies for delivery re- 
ceipts and other uses. These dupli- 
cate bills sometimes were merely 
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summarized on adding machine tapes 
and posted to the general ledger. 
When it is desired to have a break- 
down of commodities, the posting 
is done through an analysis sheet or 
a sales journal, permitting of the de- 
sired distribution. Sometimes the 
bill is posted to the customer’s state- 
ment, ledger account and sales jour- 
nal at a single writing. Cash re- 
ceipts can be handled in the same 
manner, posting to statement, ledger 
account and cash receipts journal 
at the same time. 

Purchases can be handled in the 
same way, excepting that a state- 
ment is not necessary unless desired 
as a remittance slip for end-of- 
month settlement. 

It is strange to consider in retro- 
spect the time when typewriters, 
adding machines and_ telephones 
were not the rule, but rather the 
exception. Adding machines were 
considered unnecessary to the com- 
petent bookkeeper. But the growth 
of big business soon gave rise to 
a subdivision of accounting work 
among numerous clerks, each per- 
forming a certain function later re- 
lated to the whole. Calculating 
machines of various kinds and comp- 
tometers soon became a daily neces- 
sity. Check-writers and check-pro- 
tectors in fairly common use have 
been supplanted in many instances 
by the use of typewritten checks. 
The latter have the advantage of 
permitting a carbon copy to be pre- 
served to furnish the necessary in- 
formation should the bank’s per- 
forations destroy a number or part 
of a name or other detail. 

Too few firms and organizations 
have abandoned the use of the check 
book. Auditors realize how easy 
it is to reconcile a bank statement 
without the use of the check book, 
but unless a business house has its 
records up to date, there is no effort 
made to substitute padded checks 
for the old style stub and check 
book. When analyzed it will be 
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realized that all the information on 
the stub is duplicated later in the 
cash disbursement book. The check 
book if kept correctly is kept up to 
date, and the same effort would keep 
the cash disbursements up to date 
with a subsequent saving in time. 
For the purpose of obtaining cur- 
rent balances it would be necessary 
only to introduce a column for bal- 
ance brought down and deposits, 
from which could be deducted the 
total of all checks issued at a single 
‘writing, just as three to five checks 
on a page of check stubs are now 
totaled and deducted from the bal- 
ance of the previous page plus de- 
posits made to date. 

During the era since 1900 the 
corporate form of business organi- 
zation had its heyday, but present 
indications are that the corporation 
is now facing a decline in popu- 
larity. Originally established for 
the purpose of permitting a small 
or large number of investors to put 
money into a business, the ad- 
vantage of limiting liability to the 
extent of the amount invested was 
always mentioned as its chief ad- 
vantage, although the same limit of 
liability was enjoyed by the limited 
partnership. Of course continuity 
of existence was guaranteed beyond 
the life of any of the managing in- 
vestors as distinguished from the 
necessity of dissolving a partnership 
in case of death of one of the part- 
ners. However, close corporations, 
and later family corporations and 
one-man corporations, were more 
numerous than the corporations for 
which the corporate form gave a 
real reason for existence. One-man 
corporations, and sometimes organi- 
zations in which two or more had 
allied themselves, very often were 
conducted like partnerships, and the 
stockholders referred to themselves 
as partners. Meetings were held in- 
frequently, if at all, and the demise 
of one who signed checks often ne- 
cessitated hasty action and some- 
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times embarrassment. In these small 
corporations, corporate funds were 
often drawn without proper resolu- 
tions, and corporate checks were 
often used to pay personal obliga- 
tions. The passage of the Federal 
income tax law in 1913 led to a 
period of higher taxes on the cor- 
porate enterprise than on the indi- 
vidual, double taxation of income— 
first to the corporation, later to the 
individual,—and to these were added 
francliise taxes of various states. 
Perhaps the greatest difficulty for 
the one-man corporation arose from 
the passage of the old age benefit 
and state unemployment insurance 
laws, under which the corporate 
officers’ salaries were subjected to 
the same taxation as salaries of other 
employees. Under the excess profits 
tax law, a corporation which en- 
joys greater prosperity than in the 
base years from 1936 through 1939 
is subject to 95% excess profits tax. 

The old age benefit insurance and 
state and Federal unemployment in- 
surance have brought the payroll 
into much prominence as a funda- 
mental business record. The earli- 
est form of social security was Work- 
men’s Compensation, the laws dat- 
ing back about thirty years. This 
too is based on the payroll. The 
more recently added withholding 
tax has added to the previous im- 
portance of the payroll. These vari- 
ous deductions as well as deduc- 
tions for War bonds and sometimes 
union dues have made payroll work 
an important feature in any organi- 
zation. Highly complicated colum- 
nar records are necessary, and a 
wealth of statistical data is required. 
In some states there are deductions 
for unemployment insurance. At 
other times a state tax is collected 
by the employer on non-residents. 
This necessitates a close watch for 
the time when the marital and family 
exemption is exhausted and the tax 
begins. It is necessary to watch 
also the $3,000.00 limit applicable 
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to deductions for old age benefit 
taxes. The wage and hour regula- 
tions require a separation of regular 
time from overtime. Compensation 
insurance companies will give a 
credit from the total overtime pay 
if the money paid for overtime is 
separately stated. The many cross- 
currents in this picture have given 
rise to numerous forms and methods. 
Pending tax legislation foreshadow 
new changes. 

The introduction of loose leaf sys- 
tems permitted the establishment 
of a permanent place for each ac- 
count in the ledger, as it was pos- 
sible to add new sheets rather than 
carry an account forward from one 
page in a bound book to another 
page. This advantage soon led to 
the establishment of a permanent 
chart of accounts, doing away with 
the cumbersome ledger index. The 
chart of accounts permits grouping 
the various accounts into the classi- 
fications of Assets, Liabilities, Capi- 
tal accounts, Income accounts and 
Expense accounts. Each of these 
groups can be numbered by even 
hundreds, subdivided to permit new 
related accounts, such as additional 
bank accounts, to be inserted in 
their proper places. A monthly bal- 
ance sheet and operating statement 
can be made up easily from the 
ledger, as the order of accounts in 
the ledger follows the order of items 
in the monthly statement. 

The Federal corporation tax re- 
turn is in itself an admirable chart 
of accounts, as it contains both the 
balance sheet and profit and loss 
accounts. This grouping is adapt- 
able to a small business, as in the 
average business a tax return is the 
culmination of the entire year's 
work. In larger corporations other 
subdivisions may be used. These 
may follow the forms required by 
other official reports. For instance, 
where it is necessary to file figures 
for renegotiation of war contracts, 
it will be found that the statements 
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required will furnish a very satis- 
factory chart of accounts. In other 
cases, for instance, where branches 
are reporting to a central office, it 
will be found convenient to have 
ledger accounts grouped as required 
for the home office report. All of 
this is easily done with loose leat 
ledgers. 

As far as the use of loose leaf 
books for books of original entry is 
concerned, the idea was overdone in 
many instances by having all books 
of loose leaf design. This led to 
the extraction of old sheets with- 
out proper transfer binders, so that 
in many cases the original records 
were improperly stored and often 
mutilated. Loose leaf books have 
no particular virtue where pages 
are used in numerical and chrono- 
logical order. There is an excep- 
tion to this rule, however, in the 
case of small businesses where it is 
possible to group all of the books 
of original entry, such as cash re- 
ceipts, cash disbursements, pur- 
chases, sales and journal into one 
binder, with the general ledger in 
another binder. The advantages oi 
this compactness will be obvious. 


When notes and acceptances were 
at their peak of popularity a record 
was in use which is not often seen 
today excepting in businesses which 
still continue to operate on the same 
basis. This record is the bill book. 
It is printed in such a manner that 
the bills payable would begin from 
one end, and by reversing the book 
the bills receivable would begin 
from the other end. There are col- 
umns for the details, such as num- 
ber, date, payee or endorser, place 
of payment, term, due date and 
amount, with a column for final 
disposition. The due date portion 
of the book usually is in a form 
which contains twelve narrow col- 
umns, headed with the abbreviated 
names of the twelve months. The 
day of the month on which the 
note becomes due is written under 
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the appropriate month. As the book 
provides lines for about twenty en- 
tries on a page, the maturity sched- 
ule for the average business can be 
seen by glancing at one or two 
pages. 

When these various changes are 
considered, it is apparent that busi- 
ness records are far from stationary 
in form. However, just like ac- 
counting, they are based on funda- 
mental principles and these princi- 
ples are also found underlying any 


system or record which is examined. 
To cite an illustration, every check 
received is journalized if entered in 
a columnar book, debiting cash re- 
ceived and discount allowed and 
crediting accounts receivable. While 
there are many changes in store for 
the future, it can almost certainly 
be said that there will never be any 
change from the fundamental jour- 
nal entry as a vehicle for entering 
in a double entry system the record 
of any transaction. 
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Better Writing Through Better Talking 


By Joun MANTLE Crapp, M.A. 


T is a singular fact that an account- 

ant’s full performance of his pro- 
fessional duty should involve facility 
in the arts of written expression. In 
preparing reports and briefs for cli- 
ents, as well as papers for profes- 
sional meetings, he is constantly 
required to explain technical points 
in writing, accurately, completely, 
and objectively. He must employ 
only explicit statements and literal 
words, with no use of color or sug- 
gestion, and yet give his presenta- 
tion a form that laymen readers will 
find “natural”. As he is by nature, 
generally, a mathematician rather 
than a linguist, it is no wonder that 
care for the accurate recording of his 
thought leads him often to forget to 
make it intelligible. The writing he 
laboriously turns out is hard read- 
ing, unnaturally heavy. Devices for 
relieving this heaviness, to be used 
when reviewing one’s work, have 
been suggested in earlier papers in 
the New York Certified Public 
Accountant’. 

Reworking written passages after 
the concrete has set, however, is a 
slow and unsatisfactory affair. Why 
not learn to pour the concrete prop- 
erly in the first place? This paper 
outlines a new approach to the prob- 
lem through attention to something 
which at first may seem unrelated, 


‘and which the accountant, like the 


rest of us, commonly takes for granted 
namely, the way he talks, in ordi- 
nary conversation. Strange as it 
may appear, better command of 
talking soon carries over into writ- 
ing. It helps one to build written 
statements more rapidly and easily, 
to keep them free from heaviness 
and thus to retain the vitamins of 
the thought as it was conceived. 
This is the reason. Effective pre- 
sentation of factual material is an 
affair of structure, of arrangement of 


on Accountant’s Writing.” 
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the ideas. But that has two very 
different aspects. Arranging the 
larger thought-units, the sections and 
paragraphs, is governed by logic, and 
in this respect the professional writ- 
ing of accountants is good; account- 
ants have the habit of orderly think- 
ing. On the other hand, arranging 
the smaller thought-units, the sen- 
tences and clauses, is governed not 
by logic but by idiomatic custom. 
By that is meant the patterns de- 
veloped through use of the language 
in talk, on the part of countless gen- 
erations of people. It is the han- 
dling of clauses and sentences that 
chiefly determines the intelligibility 
of writing. In this point the pro- 
fessional writing of accountants is 
weak. 

Consider first the size of clauses 
and sentences in talk, and in pres- 
ent-day non-technical prose as well. 
The clauses, the primary thought- 
units of language, are really “breath- 
fuls’”” of words, and ten or twelve 
words are about all that can con- 
veniently be uttered on a single 
breath. That is the average length 
of a clause in talk, or in non-technical 
prose. A sentence in talk, or non- 
technical writing, is generally just a 
series of such breathfuls, and the 
average length of sentences in non- 
technical prose writing, or in talk, 
is only some 20 to 25 words. 

Much can be learned about “nat- 
ural” clauses and sentences from 
the scripts of experienced radio an- 
nouncers and commentators, who 
must make themselves understood 
at once by people of every grade of 
schooling, and with whom every 
needless detour, every surplus word, 
is a handicap. Here is a portion of 
a broadcast over the Columbia Broad- 
casting System on July 28 by Mr. 
Bob Trout, one of the most skilled 
of the commentator fraternity. It 


* October, 1943: “The Accountant’s Task in Writing”; March, 1944, “Some Notes 
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is an impressive example of the art 
of conveying factual information 
briefly, with the simple directness of 
ordinary talk. 


“Good afternoon. The Red Army 
of Russia is still pounding on, and 
Marshal Stalin has issued an Or- 
der of the Day to announce the 
capture of Przemysl, 60 miles west 
of Lwow, and Jaroslaw, a rail 
center a bit further to the north. 


You have probably heard that 
the Germans said this morning 
they have pulled out of Brest Li- 
tovsk, the old fortress city in the 
center, whihch was once the key 
point of the last German defense 
line before Warsaw. The way 
Berlin put it, the German garri- 
son withdrew from the almost sur- 
rounded city of Best Litovsk, and 
fought it way back to new posi- 
tions. 


On Germany’s western front, 
two American armored columns, 
at last report, were closing in on 
the Norman town of Coutances, 
through which the Germans left 
farther up the peninsula by the 
break-through want to pass on 
their way out of the closing trap 

. Headquarters does not ex- 
pect to know, for the next few 
days, how many Germans will be 
captured as a result of the break- 
through, but the Germans seem 
to be retreating as swiftly as they 
can all along the western half of 
the Norman front. And the head- 
quarters spokesman says: ‘There 
is no longer any question of a line 
on the American sector of the Nor- 
mandy front.’ 

Yesterday was the blackest day 
of the war for Germany. Today, 
on both the east and west, the 
Allied armies are carrying for- 
ward the work of yesterday. Per- 
haps today’s headlines are not so 
spectacular. After all, Marshal 
Stalin cannot issue five different 
Orders of the Day every day— 
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and, as on the west yesterday, the 
moment of break-through is the 
most exciting. 

But what follows the break- 
through is the most important. 
Today, on both east and west, 
United Nations armies are con- 
structing German’s doom, laying 
the foundations for days far blacker 
for Germany than was Thursday, 
July 27th.” 


The 12 sentences of this passage 
of 312 words average 26 words in 
length; the 26 clauses average 12 
words in length. Note that there 
are 210 words of one syllable; this 
man has command of simple word- 
ing. Note also how free from “fat” 
the clauses are, each one presenting 
a single item. In the sentences 
these lean clauses are skilfully laid 
end to end, with connective terms 
and color words alike held to the 
minimum. The carefully written 
script achives the structure of talk, 
talk that is spontaneous without be- 
ing careless. How much informa- 
tion it conveys! 

Idiomatic custom governs a mul- 
tiplicity of little points relating to 
such matters as the placing of parts 
of speech—nouns and pronouns, verbs, 
adjectives and adverbs, prepositions 
and conjunctions—and such matters 
as the swing or cadence of a phrase. 


We become aware of some of these. 


peculiarities of our language for the 
first time when we study a foreign 
language. For instance, in English 
we say A black horse but in French 
one says A horse black (Un cheval 
noir). We say I thank you but the 
French expression is J you thank (Je 
vous remercie). As regards cadence, 
take the sequence of short and long 
words in a phrase, which is instinc- 
tive with anyone, whether schooled 
or unschooled, to whom a certain 
language is native. An American 
child might exclaim—as many child- 
ish adults some years ago were say- 
ing, and singing, “You great big 
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beautiful doll!’ But not even a 
child would say, “You great beauti- 
ful big doll.” 

Now the most serious defect of 
accountant writing as a medium for 
conveying information clearly and 
without delay, is its disregard of 
these idiomatic requirements in 
building clauses and sentences. In 
professional papers, briefs, and even 
in reports, too often several items 
are packed together into a single 
clause, and these unnatural clauses 
are too often piled up in labyrin- 
thine sentences, with complex sub- 
jects, complex predicates, complex 
modifiers. The sentence length of 
accounting writing averages around 
30 words instead of the 20 to 25 
words of non-technical writing. What 
is more serious, the clause length 
averages 15 to 20 words or over. 

A paper read at the American In- 
stitute meeting of October, 1943, 
on “Case Studies in the Application 
of Section 722,” contains this clause 
of 76 words: 

A summary of the factors taken 
into consideration in the determi- 
nation of the constructive net in- 
come given effect in the claim 
submitted with respect to this com- 
pany, and a comparison thereof 
with the actual operations during 
the base period of the old “X”’ 
plant factory, as well as with the 
actual operations of the new “X” 
plant factory in 1942, resulted in 
an increase of approximately 35 
per cent in tons of raw beets re- 
fined. 


In this paper, about 3,000 words al- 
together, there were 20 clauses of 
30 words or over. 

With regard to sentences, in a 
paper in the New York Certified Pub- 
lic Accountant of December, 1942, on 
“New Provisions Affecting Losses 
and Bad Debts,” this sentence oc- 
curs: 

Inasmuch as any overpayment 


resulting from the deduction of 
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the carry-back does not occur un- 
til the net operating loss of the 
unused excess profits credit for a 
subsequent year is determined and 
since it is desirable to have claims 
filed- promptly, no interest will be 
allowed. on the overpayment for 
the period prior to the filing date 
of the claim or petition with the 
Tax Court of the United States, 
whichever is earlier. 


A paper in the New York Certified 
Public Accountant for January 1942, 
“Recent Developments in Local Taxa- 
tion,” contains this sentence: 


On the basis of these cases we 
may tentatively conclude that 
where a taxpayer seeks to recover 
by a common law action taxes 
paid under a mistake of law, such 
as the utility taxes in question, 
in lieu of following the statutory 
procedure because of his failure 
to have met the statutory require- 
ments of protest and claim for re- 
fund, he will be successful only if 
(a) payment of the tax was made 
under protests; and (b) if he is 
able to show that the payment 
was not voluntary. 


The articles in which these pas- 
sages occur are definitely valuable 
in content, but the form in which 
their thought is presented makes tco 
great a demand upon the reader’s 
power of comprehension. The writ- 
ers were seeking conciseness, which 
in the written presentations required 
of accountants is indispensable. But 
they followed a method which vio- 
lates the cellular structure of our lan- 
guage, the habitual patterns of talk, 
in which all of us do our thinking. 
To non-specialist readers, while they 
might succeed in puzzling out what 
was meant, the writing would seem 
unnatural, a sort of algebra, not Eng- 
lish. Such unidiomatic cramming 
together of words may be unavoid- 
able in Certificates and Balance Sheet 
Notes under present-day fashions, 
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but it is a poor vehicle for transmis- 
sion of thought. It is a hindrance, 
not a help, because it produces verbal 
bottle-necks. 

The secret of effective conciseness 
in writing as well as in talk is direct- 
ness, that is, selection of what is vital 
in a matter; statement of this in plain 
terms, and omission of everything 
else. The broadcast by Bob Trout 
achieves conciseness in its field by 
this method. So, in a different field, 
does this passage from the letter of 
inquiry sent by Col. R. H. Mont- 
gomery to members of the American 
Institute, referred to in the Journal 
of Accountancy for January, 1944: 


Over a period of years, the U. S. 
Bureau of Internal, Revenue has 
collected hundreds of millions of 
dollars in additional taxes from 
corporate taxpayers. It has paid 
refunds amounting to tens of mil- 
lions. It has spent tens of millions 
in the examination of corporate 
returns. 

The federal tax laws have be- 
come so complex and meticulous 
in details that no one really un- 
derstands them. They have be- 
come a major burden to corporate 
officers. 

If it were true that the hundreds 
of millions collected arose from 
improper and fraudulent returns, 
the system of examination now in 
force would be justified. The com- 
plex laws would not be. But in 
my opinion, the Treasury would 
be better off today, net, if it had 
never collected a dollar in addi- 
tional taxes from corporations, ex- 
cept in the cases of fraud or gross 
negligence. 

The item of depreciation, which 
represents a considerable part of 
the additional taxes, will illustrate 
my point. A corporation deducted 
10% per annum and was found in 
later years, under technical laws 
and legalistic and bureaucratic in- 
terpretations, to have been entitled 
to only 8%. The corporation paid 
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$100,000. in additional taxes. The 
rates of tax in the additional tax 
years varied from 10 to 13 per 
cent. The result of the disallow- 
ances was that book values were 
increased, effective lives were length- 
ened, so that in 1942 the corpora- 
tion deducted, in part, the allow- 
ances for depreciation which were 
denied in the earlier years. The 
deductions realized 80% at a cost 
of 13%! The $100,000. paid in 
additional taxes was like seed 
sowed upon the ground which came 
back greatly multiplied after many 
days and so with a large part of 
the additional taxes collected. 


In this passage of 340 words the 17 
sentences average 20 words in length 
and the 31 clauses average 11 words. 
In spite of the more complex char- 
acter of the thought, the length of 
these elementary -thought-units is 
held to that of non-technical writing, 
almost that of talk. 

How can one learn to write with 
such directness and simplicity? Well, 
he may profitably begin by observ- 
ing how he operates when he has to 
explain technical material orally. In 
his conversations with clients over- 
stuffed clauses and intricate sen- 
tences rarely occur. That is true 
also with the more formal talk of 
committee discussions and hearings. 
The physical presence of other peo- 
ple seems to prompt the most tech- 
nically minded individual to adjust 
his form of statement to his listen- 
er’s ears. 

Here is a passage from a commit- 
tee discussion of Wage and Salary 
Stabilization, reported in the New 
York Certified Public Accountant for 
January, 1944. A question had been 
asked regarding “the difference be- 
tween (a) merit increase; (b) length 
of service increase; (c) promotion 
increase; (d) other types of increases 
specified in the War Labor Board 
regulation.” This answer was given: 


I touched on at least the first 
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part of this question before. 

A merit increase is given in 
recognition of the accomplish- 
ments of the individual, his pro- 
ductiveness and the skill he brings 
to his job. Length of service is 
usually an automatic proposition. 
He gets an adjustment after he has 
served a certain period of time with 
the employer; promotions, as he 
changes from one job classifica- 
tion to another one—I suppose it 
is always a shift from a lower-pay- 
ing classification to a high-paying 
classification. Those are all types 
of adjustments that may be made 
without Board approval, provided 
they meet the terms of General 
Order 31, as has already been 
explained. 


In this passage of 112 words there 
are 6 sentences, averaging 19 words 
in length and 13 clauses, averaging 9 
words in length—the ratios of sim- 
ple non-technical prose writing and 
of ordinary talk. And the thought 
runs along smoothly. 

Accordingly, the first step toward 
effectiveness in writing for the ac- 
countant, as truly as for the play- 
wright working in a quite different 
field, would seem to be: to study 
the idiomatic patterns which he him- 
self, like everyone else, employs 
when talking on a serious matter, 
and then to follow these as closely 
as possible in building the clauses 
and sentences of his writing. 

The accountant’s task presents 
certain difficulties, however, which 
the playright does not meet, in that 
the talk standards which apply in 
presenting accounting material are 
those of talk that is spontaneous but 
also careful and correct. The ac- 
countant needs to make sure, there- 
fore, that his own habitual talking 
is characterized by care and pre- 
cision. 

For ordinary casual talk has faults 
that render it quite unsuitable for 
effective transmission of the sort of 
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material to be presented by an ac- 
countant. Few of us, I fear, would 
hear without confusion a faithful 
transcript of our ordinary conversa- 
tion. In the phrase of Hamlet in 
the play, it is “an unweeded gar- 
den.” It is marred by rambling, 
repetition incoherent sequence, false 
starts, hesitancy, “er-er”-ing. The 
reason is that we fail to plan our 
ordinary talk. When moved to make 
a remark we tend just to open our 
mouths and let the words pour out. 
Whereas writing is always planned, 
moving more or less successfully 
toward a definite goal, the move- 
ment of talk is largely a matter of 
uncoordinated impulses. An _ ac- 
countant’s conversational explana- 
tion of a technical point often dis- 
plays all these defects of formless- 
ness. 

These weeds of carelessness, how- 
ever, can easily be eliminated by 
applying to talk the sort of planning 
which we employ, as a matter of 
course, when we write. It is sur- 
prising, how quickly a man of ma- 
ture intelligence can overcome faults 
of rambling, repetition, and even 
hesitancy when he puts his mind to 
it. There is a simple but all-effec- 
tive rule. Before opening your 
mouth to speak, even in casual con- 
versation, stop and think! Look 
ahead and decide what you want to 
say, how the idea should be devel- 
oped, and how much time it will 
require. Never let yourself just 
“answer back.” 

When preparing tor a meeting or 
conference with a group you can 
give considerable time to planning 
the line-of-march, covering speci- 
fically three steps: 


1. Determine just what the point 
is which you wish to make, 
what effect you wish to pro- 
duce by your remarks. 

2. Budget your time realistic- 
ally. Your usual rate of utter- 
ance may be 125 words a min- 
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ute; you can discover what it 
is by reading passages aloud. 
How many minutes will you 
need? How many sentences, 
approximately, will this time 
permit? 

Determine a few subpoints or 
steps—two, three, or four, usu- 
ally—that will lead to the con- 
clusion you have in mind. In 
setting these up work backward, 
from the conclusion toward the 
beginning. As a matter of fact, 
you need not worry much about 
the beginning; the situation 
of the moment will probably 
give you a cue. But you should 
determine clearly, in your own 
mind, the later portions of your 
remarks. Most of our trouble, 
in extempore remarks, comes 
from failure to do this. 


ios) 


In conversation your mind must 
flash through the three-step process 
very swiftly, in a moment or. so. 
But if you will make yourself re- 
member never to speak, even in casual 
conversation, without some such pre- 
view of the road, you will soon rid 
your talk of its major faults, and 
even of much of the detail hesitancy. 
Nearly all these faults result from 
not being sure of your objective. 
When you have fixed on the point 
for which you are heading and the 
main steps to be covered, you can 
walk straight forward, so long as 
you are discussing something that 
is familiar. 

What has been here advised can 
be done. I have known a number 
of men who have given themselves 
this very discipline, with valuable 
results. They had rendered their 
talking orderly without killing its 
spontaneity. The most remarkable 
case is that of an executive in one 
of the large foods companies, a man 
about forty years old, with whom 
the self-discipline had gone to a 
point almost of embarrassing him. 
In fact, he had come to think of the 
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self-control he had developed as 
a sort of handicap, and joined the 
Speakers’ Clinic to do something about 
it. His difficulty was, he said, that 
he was not quick at an answer. He 
had been trained as an engineer, 
From his school-days he had always 
felt the need of looking ahead be- 
fore acting on a matter, or even ex- 
pressing an opinion. The habit had 
grown upon him of invariably paus- 
ing a moment before making a state- 
ment or answering a question. He 
had come to feel embarrassed in the 
company of other men who would 
flash back at once when addressed. 

Actually, as the rest of us at the 
Clinic made him see, this habit of 
planning his remarks was a most 
valuable asset. He did not like so 
many other persons, get off on a 
wrong track and have to stop and 
start again, or, try to bluff his way 
back through the underbrush to the 
right path. 

One night at the Clinic he said that 
he had had no time to think of a 
subject to present and invited a sug- 
gestion. One of the other members 
said: “I’d like to know what you 
do over there. I know you're the 
Eastern manager but just how do 
you function?” He waited for his 
usual “moment” and then said; ‘Well, 
[ am the manager—and the office- 
boy—for the company’s eastern plants, 
everything but the Sales. I’ve never 
tried to put my job into words this 
way, but it is something like this.” 

Then he proceeded to describe, one 
by one, the plants under his direc- 
tion and to comment on some of the 
special problems put up to him. In 
about 12 minutes he gave an outline 
picture of six big plants from Bos- 
ton to Dallas, with a swift interpre- 
tation of their problems of procure- 
ment, manufacture, and personnel. 
He did not hurry, but talked along 
in lean, idiomatic sentences, with 
no hesitation or “er-er-ing”. As an 
example of concise narrative and ex- 
planation, that 12 minute extempore 


August 





revi 
evel 
T 
ordi 
quir 
achi 
mar 
take 
wor! 
$15. 
wha 
Fi 
ever’ 
uttel 
mea: 
of m 
whic 
a CO! 
low 
utes. 
line 
cater 
it O1 
day 
utes, 
some 
not | 
you 
make 
head, 
Wha 
subst 
after 
whic 
pract: 
thing 
as d¢ 
lines. 
No 
nitely 
lar pl 
point 
the | 
any | 
thing 
a cor 
a top 
tail: 
A sur 
Look 
writi 
ries < 
phase 


194. 


as 
he 
Sut 
lat 
He 


T'S 
Ou 
he 
lo 
iS 


1, 





Better Writing Through Better Talking 


review surpassed anything I have 
ever heard, 

This man had been planning his 
ordinary talking for years. To ac- 
juire the sort of control he had 
achieved, so that planning your re- 
marks becomes habitual, automatic, 
takes practice. But the habit is well 
worth the effort it calls for. The 
“15-minutes-a-day” formula is just 
what you need. 

First, get the habit of looking at 
every “speech”, every “remark” you 
utter, as a whole, to see what you 
mean. Set yourself the assignment 
of making an analysis of some topic 
which you might have to discuss at 
a conference or in conversation. A\l- 
low yourself no more than 15 min- 
utes. In that time, jot down an out- 
line covering the three steps indi- 
cated above. After finishing it, look 
it over and throw it away. Next 
day treat another topic, in 15 min- 
utes, and next day another—always 
something familiar, so that you will 
not have to read up. Ina few days 
you will find that you are able to 
make such a swift analysis in your 
head, when the topic is familiar. 
What you put down will represent 
substantially what you would select 
after several hours of the puttering 
which we like to call thinking. Such 
practice will develop readiness, some 
thing that many accountants lack— 
as do many other men in scholarly 
lines. 

Now to carry this discipline defi- 
nitely into your writing, apply simi- 
lar planning to the detail of the sub- 
points, what in writing would be 
the paragraphs. With respect to 
any paragraph there will be certain 
things to be covered. These are (1) 
a core—what the rhetoric books call 
a topic sentence; (2) Supporting de- 
tail: evidence, examples, etc.; (3) 
A summary or concluding judgment. 
Look at any paragraph of careful 
writing and you will see that it car- 
ries a thought through these three 
phases by means of a pattern of sev- 
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eral sentences. For example, in the 
first paragraph of a paper before the 
American Institute in October, 1943, 
on “Expenses Other Than Initial, 
upon Termination of War Contracts”, 
there are six steps or sentences: 
1. A terminated war contract... 
presents a... problem to... 
2. The problems of the prime con- 
tractor are the most serious... 
3. He must determine the pro- 
priety of the claims of others... 
+. With a large contract the prob- 
lem requires much thought... 


5. How thoroughly the matter is 
organized... will determine 
how quickly the termination is 
settled, and perhaps the prime 
contractor’s future relations 
with suppliers... 

6. This... is likely to be the 


bottle-neck in many termina- 
tion settlements. 


In the paper on “Case Studies in 
the Application of Section 722,” the 
one containing so many long clauses, 
the paragraph structure is excellent, 
for example: 

1. Another factor... the yield per 

ae 

2. The destruction caused by the 

white fly... a sharp decrease 
in the yield... 

3. The average yield... 

“X” plant district... 
+, In the new plant “X” the aver- 
age yield was... 
5. According to... much of the 
increase... was due to... 
6. Some of the increase may have 
been due to soil conditions... 
7. Under rulings of the Commis- 
sion, not all of the 4-ton in- 
crease... 
8. A figure of 17 tons per acre 
was adopted as a fair average 
yield... 


in the old 


In these papers the paragraphs 
were no doubt worked out slowly, 
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but when discussing a familiar mat- 
ter it is possible to draft paragraphs 
very quickly. Set yourself a topic 
for a paragraph and jot down—in 
15 minutes—a series of ideas, fol- 
lowing some such pattern of six or 
seven steps. After making . this 
frame, put aside the paper and cover 
the point by talking through the series 
of sentences they call for. Do not allow 
yourself to stop or even to hesitate 
but plow along as well as you can in 
the words that come—as you talk on 
some trivial matter to an intimate. Do 
this daily for several days. 

And then change the exercise and 
talk the paragraph on paper. That is, 
write it down without pause or al- 
teration, just as if talking. Look 
over this script, strike out items that 
are unnecessary, add others as ap- 
pears desirable, and put it into the 
waste-basket. Do this day after 
day, for two or three weeks at least. 
You will have started the habit of 
writing on technical points quickly, 
and in sentences that are both con- 
cise and idiomatic. A newspaper re- 
porter jearns by grim compulsion to 
write down what he has to say with- 
out hesitating. An accountant can 
acquire the same readiness, if he 
will apply this 15-minutes-a-day dis- 
cipline without flinching. It is merely 
learning to be willing to utter what 
is at the moment your best thought 
upon a matter, without pausing to 
peer over your shoulder at possible 
critics and satisfy their possible criti- 
cisms in advance. After you have 
once got the passage down you can 
build it out where necessary, and 
correct details that may be wrong, 
without losing the directness and 
simplicity. 

The habit of talking with readi- 
ness and directness has a definite 
value for an accountant, quite apart 
from its effect upon his writing. 
Occasions for talking, with clients 
and others, are far more numerous 
than occasions for writing, and per- 
haps no less important. Taking 
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yourself through such a series of 
private exercises will probably re- 
veal defects in your usual conversa- 
tional technique of which you had 
not been aware. The experience will 
do much, certainly, to overcome any 
tendency to the hesitancy that is so 
frequent with accountants, as with 
other scholars. The appearance of 
hesitation is a serious defect in meet- 
ings, conferences, conversation. | 
do not refer to a slow rate of utter- 
ance; some men speak words slowly, 
others rapidly, according to their 
temperament. What I refer to is 
the suggestion of mental uncertainty 
as if the speaker were not quite sure 
of what he means, or perhaps of 
what it is prudent to say. Produc- 
ing such an impression is unfortun- 
ate, perhaps more serious than 
heaviness in writing. The hesitancy 
stems from desire to present an idea 
with accuracy, completeness and ob- 
jectiveness, and from the caution, 
the dislike for aggressive assertion, 
to which his professional training 
leads. But the hesitancy is very 
likely to be misunderstood. Planning 
one’s remarks, even in conversation, 
develops the power of expressing 
ideas readily and in a manner that 
carries weight without being aggres- 
sive. 

Developing, or to be more precise, 
regaining control of the physical 
vehicle of communication, your 
voice, is a matter of definite impor- 
tance, particularly for an accountant. 
It will go far toward eliminating 
the “‘er’s” and “ah’s” to which all of 
us are prone. But it can do much 
more. Men of great ability often 
create sales resistance for them- 
selves because of their unpleasing 
voices. The effect of thin, high- 
pitched tones, or feeble indistinct- 
ness, or a sharp, edgy ‘hurry-up’ 
utterance is a sort of auditory “B.O.” 
of which the unfortunate addict is 
wholly unaware. On the other hand, 
a man whose voice is under control, 
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so that his tones in conversation are 
solid, steady, yet easy has an advan- 
tage in any discussion or negotia- 
tion. Any intelligent person can 
acquire such an advantage for him- 
self. 

For one’s voice is merely the re- 
sult of the way he breathes, that is 
to say, the way he applies the power 
of the air in his lungs to the sound- 
ing-box in his larynx. The secret of 
a serviceable voice lies in regaining 
the right habit of breathing. All of 
us used it when we were babies. All 
of us use it now for one-third of our 
day—when we are fast asleep. Most 
of us, unforunately, fail to use it 
when most we need to do so, in our 
business conversation. Control of 
the technique of talking, whether in 
conversation or before a group of 
listeners, depends largely upon re- 
acquiring this proper method of 
using your breath. 

Here, for a time, you will need 
help. To identify the muscular sen- 
sations of proper breathing you must 
have the assistance of some other 
person, an instructor or coach, and 
best of all with a group of other in- 
quirers like yourself. When once 
you have identified the sensations 


involved, you can go ahead for your- 
self. Using the voice properly, so 
far as speaking is concerned, is a 
natural activity, like walking. Gradu- 
ally high-pitched tones will come 
down, mumbling utterance will be- 
come clear, staccato tones will lose 
their irritating edge. 

This also necessitates practice, to 
replace bad habits with good habits. 
The 15-minute-a-day formula will 
still be useful, for one of the best 
ways to improve your voice and ut- 
terances is the practice of reading 
aloud for a few minutes daily. In 
addition, oral reading of passages 
that are well written suggests de- 
vices of expression that you can ap- 
ply for yourself. And obviously, 
reading aloud your own manuscript 
drafts is the surest means of catch- 
ing defects both of idiom and of 
sequence. 

No one learns easily or over-night 
the art of writing or of talk. But 
the reward, in effective communica- 
tion of your thought, is certain. 
Whence once rightly started you 
never slip back, for your daily con- 
tacts provide a laboratory whose 
results are increasingly profitable. 
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J. B. C. Woops, C.P.A., author of “The New Franchise 
Tax on Business Corporations” is Vice-Chairman of 
the Committee on State Taxation of the Society. 
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Joun MANTLE Cxapp, M.A., author of “Better Writing 
Through Better Talking” is a special consultant on 
writing and speech. Mr. Clapp has written several 
other articles for the New York Certified Public 
Accountant. 
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Keysort will speed up your accounting or statistical 
job without radically altering current procedure. 
Keysort, the world’s fastest card system, does not 
require costly machines or equipment. A million 
cards a day are the same as a thousand to Keysort, 
and no specially-trained operators are required. Ask 
the McBee representative. 


THE MEBEE COMPANY 
General Offices: Athens, Ohio 


Offices in Principal Cities 
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COLUMNAR 
RULED PADS 


ACCOUNTANTS’ 
WORK SHEETS 


C— 


@ Generations of use has established the 


leadership of and <=}PC= Loose Leaf 


Forms, Binders and Indexes. 


This leadership finds expression in com- 
pleteness of lines... in thé most extensive 
selection of Accounting and Record Keeping 
Forms correctly designed and constantly 


kept up-to-date. 


Your stationer has sample books of these 


forms for your convenient examination. 
2 


An interesting folder on Colors of Paper 
that avoid eye strain and fatigue and 
promote speed and accuracy in record 


keeping will be mailed on request. 





MAIL THIS 
COUPON 


| WILSON JONES CO. 
| 314 Broadway 
| New York City 


Please mail folder on colors that avoid eye 
strain in record keeping. 




















How to prevent inflation 
in one easy lesson 











Put that money back in your pocket! 











When a lot of people want the same thing, 
its price goes up. 

Americans have more money today— 
much more—than there are things to buy 
with it. 

So every big or little thing you buy— 
that you can possibly do without—cuts 
supplies and bids prices up on what is left. 

Rising prices spell inflation. And every 
inflation has been followed by a cruel and 
bitter depression . . . men out of work, 
homes lost, families suffering. 

We don’t want inflation: we don’t want 
another depression. 


A United States War message prepared by the 





4 THINGS TO DO to keep 
prices down and help 
avoid another depression 


1..Don’t buy a thing you can do without. 


2. Never pay more than the ceiling price. 
Always give stamps for rationed goods. 
3. Don't take advantage of war condi- 
tions to fight for more money for your- 
self or goods you sell. 

4. Save. Buy and hold all the War Bonds 
you can afford—to help pay for the war 
and insure your future. Keep up 

your insurance. 








War Advertising Council; approved by the Office of War 
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With the Printing Calculator, wide-carriage 
(it’s a lead-pipe cinch—as the picture plain- 
ows. You do, the work once, and once only. 
the essential figures are printed — automatical- 
culated —in one quick operation. The car- 
etabulates swiftly from one recording position 
other, whenever necessary. The clear- 
arbon copy is permanently file-able. 
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risa calculating machine your office can 
use in half a dozen other valuable, time- 
mg ways... for posting and calculating 
tk Orders—for extending quantity by 
eon purchase requisitions and incoming 
bices—for computing engineering data and cost estimates directly onto specification sheets... to 
ne only a few. 


— the added flexibility provided by its wide carriage, the Printing Calculator is more than ever 
eal all-purpose calculating machine. It’s a great manpower conserver, especially in today’s scarce- 
ielp office, for it speeds the flow of vital figures. Its simple, one-hand keyboard banishes confusion. 
printing feature safeguards the work—abolishes hidden errors—eliminates the need for re-run to 
ye accuracy ... And its ability to multiply, divide, add, subtract—and print—lets this one machine 
the job of two! 


purge all businessmen to investigate this time-saving office “ mach- 















yool.” For details, just phone our nearest office or write us at 
0 5, New York. 






The Printing Calculator is available on WPB approval, to 
help conserve manpower, expedite war work, maintain neces- 
sary civilian economy. Talk it over with our representative. 
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e TAX COURT SERVICE. — This is 
a specialized, three volume, loose 
leaf reporter of docket jop- 
ments, digests of all tax petitions, 
full text decisions and index-di- 
of the Tax Court of the United 
States (formerly Board of Tax Ap- 
peals), providing continuing — 
age of the Court's docket and ai 
tax decisions — both regular and 
memorandum opinions. 








© FEDERAL TAX GUIDE REPOMtS.— 
Concise, compact, understandable, 
here is the dependable reporter on 
the federal taxes of the ordinary 
corporation, the average individ- 
ual, partnership, or business. One 
loose leaf Compilation Volume and 
matching Internal Revenue Code 
Volume included without extra 
:_| charge to start new subscribers off 
on the right foot. 

















© PAY-AS-YCU-GO TAX SER’ 
For payroll departments ae po 
roll men — This one volume pate 
leaf Service gives these interested 
only in the “mechanics” Of the 
law the technical facts and daty 
needed for handling payroll Prob. 
lems and procedures under the 
income tax “withholding” tay 
Kept to-date by loose leaf reports. 


@ STATE TAX SERVICE.-——An indi- 
vidual loose leaf Service for each 
State in the Union and the District 
of Columbia provides full, continu- 
ing ion about its taxes in- 
cluding: new laws and amend- 
ments, rulings and regulations, 
court decisions, new forms and 

and other pertinent devel- 
opments. All arranged by topics 
behind tab guides, one or more 











e FEDERAL TAX couRsE-1944-45 Eat 
tion.—Authentic tax training, a 
up, and reference course in one — 
volume. Explains federal tax' . 
with asis on income oe oe 
“pay-as-you 
paver gp current laws 


FEDERA, 
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es COURSE 


| up to date of publication. 





e U.S. TAX CASES.—' 


volume This popular 


Ports the fulj texts of federal a 


relating to § 
= for revenue from rot — 
tien a federal income fax. 
a in, and onward, Twen 

@ volumes to ty- 


volumes annuall 7 two new 
y- Economic 
a conveniently po 
NN thorities, y I tax ay. 
‘e TAXES—The Tax Magazine.— 
This monthly periodical publish- 
es timely articles by tax special- 7 


ists and other authorities on the 

legal, accounting and economic 

aspects of state and federal 
taxation. 








New YorRK 1 
EMPIRE STATE BLOG. 


© STATE TAX GUIDE 

The state tox “éktionery' ey 

compact one volume loose let 
Service that makes readily avail. 
able the essential facts and datg 
about the taxes and taxing 
tems of all the States, ervanged ty 
States and by taxes, Pertinent = 
laws and amendments are report. 
ed promptly to keep the Service 
to-date. For quick, factual enewers 
fo state tax factual questions, 


@ INTERSTATE SALES TAX SERVICE. 
— Complete all-state coverage, in 
one loose leaf volume, of the sales 
and use tax laws as they affect 
interstate business. Provides basi 
information needed in adjusting 
interstate business to sales tax 
collection procedures. A specialized 
reporter for the proper handling of 
sales and use tax matters inter- 
state. Kept to-date by current 
reports. 


© CANADIAN TAX. SERVICE. — 
This three volume loose | 

Service organizes and reports 
the law and procedure relative 
to the taxes and taxing systems 
of the Dominion and the nine 
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PUBLISHERS OF TOPICAL LAW REPORTS 


WASHINGTON 4 
MUNSEY BLDG. 


CHICAGO 1 
214 N. MICHIGAN AVE. 
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Im sorry 
=f} | invented 
=f the pocket 











‘“ EEvr 1 HAD KNOWN that some Americans Bonds buy bullets for soldiers. 


wers 
| would be using pockets to hold all the Bonds buy security for your old age. 
utra money they’re making these days, I ‘ . 
"a er would have invented them. Bonds buy education for your kids. 


Bonds buy things you’ll need later—that 
you can’t buy now. 

Bonds buy peace of mind—knowing that 
your money is in the fight. 

Reach into the pocket I invented. Take 
out all that extra cash. Invest it in interest- 
bearing War Bonds. 


sales BE Pockets are good places to keep hands 
vase Warm. 

tx fm Pockets are good places to hold keys... 
nd loose change for carfare and newspapers. 
stot! But pockets are no place for any kind 
money except actual expense money 


hese days. 
_ ff The place—the only place—for money You’ll make me very happy if you do. 
- bove living expenses is in War Bonds. You'll be happy too. 
« F 
ms 
ne - 
AR BONDS tot Hal 
ex: ' 
: WAR BINDS to Have and ta Ho 


YOUR NAME HERE 


e This is an official U.S. Treasury advertisement—prepared under auspices of Treasury Department 
and War Advertising Council 
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